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PREFACE 


FOR the third of its series of major research projects the Royal 
Institute of Public Administration chose the subject of budgeting, 
one of the most important instruments of administration. The 
objects of this study were to examine the different kinds of 
budgets used in the public services, the purposes they serve, 
and the ways by which they are constructed and finally settled. 
From this analysis it was hoped to reveal the methods conducive 
to good administration, and to draw attention to any prevailing 
practices which might be capable of improvement. 

This study was financed by a grant from the P.D. Leake 
Trust, created under the will of the late Percy Dewe Leake Tor 
the benefit and advancement of the sciences of accounting and 
of political economy including the subject of public finance and 
taxation'. The Royal Institute of Public Administration wishes 
to record its sincere appreciation of this generous support, 
which made this inquiry possible. 

Once again the Institute adopted the Study Group method of 
research, which it had successfully employed in its other major 
research projects. The Chairman of the Study Group for this 
inquiry was Dr R. S. Edwards, Chairman of the North-Eastern 
Gas Board. The Institute appreciates particularly the wise and 
vigorous leadership which he imparted to this enterprise. The 
other members of the Study Group are listed on the opposite 
page. Most of them were drawn from the public services, but 
.the Group also included representatives of privately-owned 
industry and the professions. The Institute is extremely grateful 
to all the Study Group members for giving so much of their 
time, energies and experience to the furtherance of this study. 

Each member of the Study Group served in a personal 
capacity, and nothing in this report should be regarded as 
expressing the views of any organization with which he is or 
has been connected. 

The Study Group were assisted by a full-time Research 
Officer, Miss J. S. Hines, m.a., who carried out the detailed 
investigations decided upon by the Group and drafted the 
report in accordance with their directions. Miss Hines made 
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an outstanding contribution to this study. Her ready grasp 
of the subject and her constant industry resulted in the work 
being carried through with speed and thoroughness, and with a 
skill that the Institute and the Study Group were fortunate to 
have at their disposal. 

The organizations whose practices were studied in detail were 
chosen with a view to covering between them the main aspects 
of, and the main variations in, budgeting in the public sector. 
The inquiry had to be restricted in one or two ways. For 
example, security considerations made it preferable to exclude 
the defence departments, and the reorganization of British 
Railways made it inopportune to study the budgeting of the 
British Transport Commission. As will be seen from the follow- 
ing pages, however, a survey has been made of a broad and 
representative sample of government departments, local 
authorities, nationalized industries and hospital authorities. 

Most of the research was done by personal inquiries and 
interviews, the method thought likely to secure the best results 
by making it possible to look beyond the formal rules and 
procedures to the practices which have actually evolved in each 
organization. In local government and the hospital service, 
where there are hundreds of authorities of the same or similar 
kinds, special care was taken to select authorities illustrating 
the main variations in budgeting in these services. As regards 
hospital management committees, the conclusions emerging 
from these studies were tested and substantially confirmed by 
the replies to a questionnaire submitted to some fifty commit- 
tees. The Association of Chief Finance Officers in the Hospital 
Service in England and Wales kindly distributed this question- 
naire and summarized the replies. Studies were also made of 
the budgetary practices of two large commercial companies, 
Imperial Chemical Industries Ltd and Hoover Ltd. 

The Institute would like to thank most warmly all those who 
assisted by granting interviews, supplying documents and 
authorizing the publication of material. They are not, of course, 
responsible for any of the conclusions expressed. This study 
could not have been carried out without their ready co-operation 
and sympathetic help. 
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CHAPTER I 


THE PRACTICE OF BUDGETING 


The Significance of Budgeting 

Budgets now occupy a leading place among the special tools of 
management employed to direct and control the affairs of large 
and multifarious organizations. They are used not only by 
governments, where budgeting had its origins, but in other 
public bodies, in industry and commerce and in private families. 
All have found that a budgetary system can be an invaluable aid 
in planning and formulating policy and in keeping check on its 
execution. 

The word 'budget' is derived from the old French hougette, 
meaning a small bag or pouch. It was first used in England to 
describe the white leather bag or pouch that held the seal of the 
medieval Court of the Exchequer. Later the minister's bag 
containing his proposals for financing government expenditure 
likewise became known as his 'budget'. When he presented his 
proposals to Parliament he was therefore said to 'open his 
budget' — a phrase first used in about 1733. Gradually the word 
'budget' came to be used for his proposals themselves, and 
hence for any statement of plans and expectations for a future 
period, whether of governments, public bodies, commercial 
companies or private individuals. The word has now been 
incorporated in many other languages. The French themselves 
began to use it in the anglicized form early in the nineteenth 
century, in place of the less democratic etat du roL 

The practice of budgeting as it is now understood originated 
in the central government of Great Britain. It developed gradu- 
ally as a result of Parliament's struggles to obtain control over 
the finances of the Crown. As early as 1£17, it was declared in 
Magna Charta that 'no scutage or aid shall be imposed in the 
Kingdom unless by the common council of the realm. . . .' After 
the Revolution of 1688 Parliament asserted the right to authorize 
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expenditure by the Crown as well as taxation, apart from 
items in the sovereign’s Civil List which was gradually reduced 
until it covered only the personal expenses of the royal family. 
Otherwise Parliament began not only to fix the government’s 
total expenditure but also to prescribe or ‘appropriate’ the 
amounts to be spent for particular purposes. Although the 
Crown retained the initiative in proposing to levy taxes or incur 
expenditure, it surrendered the power to do so except by 
authority of an act of Parliament. Early in the nineteenth cen- 
tury, ministers began to present all their proposals for revenue 
and expenditure in a single annual statement to Parliament. 
After 1861 all taxation measures for the year were authorized 
in a single Finance Act, while the greater part of government 
expenditure was approved, for a year at a time, in one Appro- 
priation Act. 

Thus the national budget system came into being as a means 
of asserting parliamentary control over the executive. In the 
nineteenth and early twentieth centuries many other countries 
followed the British lead in establishing budgetary systems as 
one of the fundamental constitutional safeguards of democratic 
government, whether of a parliamentary or a presidential 
character, until they are now a well-nigh universal feature of 
central government finance. In the United States, unlike most 
other countries, budgeting first developed in municipal and state 
governments and only later extended to the federal govern- 
ment, where it became obligatory under the Budgeting and 
Accounting Act of 1921 . 

An entirely new approach to government budgeting was 
opened up by the revolution in economic theory in the 1930s. 
The new school of economists drew attention to hitherto un- 
recognized possibilities of using fiscal measures to regulate the 
level of employment and economic activity. They emphasized 
the role of the budget as an instrument of economic planning^ — 
a means of assessing probable developments in the national 
economy and of regulating the volume of taxation and govern- 
ment expenditure to offset threats of inflation or economic 
recessions. Hence subsequent investigations and discussion have 
concentrated on the economic implications of public budgeting. 

14 
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As one American writer has put it. The study of government 
budgeting is a study in applied economics.’^ 

Meanwhile, budgeting has acquired yet another dimension 
which is neither constitutional nor economic but administrative. 
This is associated with the rapid development of budgeting in 
private business over the last thirty years. Budgets have become 
one of the recognized aids to management, both for formulating 
policy and for keeping check on its execution. Although private 
firms have largely taken the lead in this managerial approach to 
budgeting, public authorities are by no means debarred from 
sharing in its benefits. Today governments, public-owned trad- 
ing undertakings, local authorities and other public bodies in 
many lands are endeavouring to develop these new applications 
of budgeting as an aid to efficiency in administration. 

It is with this administrative facet of budgeting that the 
present study will be mainly concerned. Although much has 
been written on the general principles of budgetary control in 
private business, there has so far been relatively little study of 
the administrative aspects of budgeting in public authorities 
outside the United States. Yet the enormous growth in the size 
and numbers of public bodies over the last few decades makes 
it all the more urgent to understand the actual and potential role 
of budgeting as an instrument of public administration. 

The present volume is intended as a comparative study of the 
budgetary systems of different public authorities in Great 
Britain, including the departments of the central government, 
local authorities, the nationalized industries and the hospitals 
within the National Health Service. It will examine the methods 
each has adopted and the purposes they serve. It will consider 
how far their differing functions and status affect their methods 
and objects in using budgets as an aid to policy-making and the 
control of administration. 

The Terminology of Budgeting 

There is no precise, generally accepted terminology of budget- 
ing. The word 'budget' is used of many kinds of statements of 
future plans and expectations, varying enormously in their 
1 Burkhead, Jesse, Government Budgeting (New York and London, 1956), p. vii. 
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form and content, the uses to which they are put, and even their 
very names. Different organizations have evolved their own 
terminology, and one will speak of 'programmes' or 'forecasts' 
whereas others talk of 'budgets' or 'estimates'. Before attempt- 
ing to compare their practices, it is therefore necessary to define 
the terms in which they are to be described. 

The Oxford Dictionary defines a 'budget' as 'a statement of 
the probable revenue and expenditure for the ensuing year, with 
financial proposals founded thereon, annually submitted by the 
Chancellor of the Exchequer for the approval of the House of 
Commons. . . . Hence any analagous statement, estimate or 
proposals'. Here the term will normally be used in the wider 
sense, and not confined to the annual Budget of the central 
government. 

A broader definition, recommended by the Institute of Cost 
and Works Accountants, describes a budget as: 

'a financial and/or quantitative statement prepared prior to a 
definite period of time, of the policy to be pursued during 
that time for the purpose of attaining a given objective'.^ 

Though framed primarily for use in private businesses, this 
would also cover most of the budgets used by public authorities. 
It should be noted, however, that the 'given objective' of a public 
authority can seldom be defined as clearly as that of a private 
firm. For so large and multifarious an organization as a national 
government, it can only be described in very general terms such 
as 'carrying on the government of the country'. The govern- 
ment's budget will, however, be made up of a large number of 
more restricted budgets for particular departments, services and 
organizational units, each of which has specific objectives of 
its own. 

A budget is also generally understood to mean one of a series 
of similar statements prepared as a regular procedure and not 
as an isolated exercise. The 'definite period of time' covered 
by the budget is usually, and in national governments almost 
invariably, a year. The financial year frequently differs from the 
calendar year. For the United Kingdom government it extends 
^ Terminology of Cost Accountancy ( 1952 ), p. 23 . 
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from April 1 to March 31, as it also does in many other public 
bodies, including all local authorities in England and Wales, 
the gas and electricity boards, the airways corporations and 
the hospital service. A budget extending more than a year ahead 
usually gives separate figures for each financial year. 

Another point implicit in the definition quoted is the compre- 
hensiveness of the budget. It should cover all that is to happen 
during the period. An organization may have special budgets 
for certain functions, for example publicity or research. But each 
of these budgets should be a complete summary of all the 
activities within its allotted sphere. 

Although a budget is usually expressed in financial terms this 
is not absolutely essential. Money is usually the simplest com- 
mon unit in which to summarize all the diverse activities of a 
business, government or other authority. But occasionally other 
common denominators are more convenient. Thus a manpower 
budget may be a statement of numbers of men and hours of 
work required, or an output budget may be expressed as 
the numbers, weight or volume of goods or services to be 
produced. 

The various items which make up a budget are commonly 
referred to as 'estimates'. Here the term will be employed only 
in this sense and not, as it is sometimes used, for the probable 
total cost of a project irrespective of the period in which expendi- 
ture is to be incurred. This will be referred to as the 'estimated 
cost'. 

A 'programme', like a budget, is used here to mean a compre- 
hensive statement related to a definite future period. But where- 
as a budget may be expressed entirely in financial terms, a 
programme is essentially a list or plan of work to be done, 
expressed in terms of physical quantities or lists of jobs, usually 
accompanied by a statement of its financial implications. Pro- 
grammes also differ from budgets in that they are not necessarily 
produced at regular intervals. 

The foregoing definitions will normally be followed through- 
out this volume. But as different organizations have their own 
distinctive terminology it is sometimes more convenient to use 
the language actually employed in a particular authority. 
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Differefit Kmds of Budgets 

Since budgets are usually expressed in financial terms, they can 
most conveniently be classified according to the normal account- 
ancy distinctions between different types of financial trans- 
actions. Four types of budgets can thus be defined, as 
follows: 

( 1 ) Revenue Budgets: budgets of expenditure to be incurred 
and income accruing on revenue account. 

(2) Capital Expenditure Budgets: budgets devoted to pro- 
posed acquisitions and disposals of fixed assets. 

( 3 ) Finance Budgets: budgets of the resources required either 
for the acquisition of fixed assets or by way of working 
capital. 

(4) Cash Budgets: budgets of cash receipts and disbursements 
during a period. 

All these are not of equal importance. The revenue and capital 
expenditure budgets constitute the main statements of inten- 
tions and expectations and consequently claim most attention, 
alike in current practice and in any general survey of the subject. 
The finance and cash budgets are largely a reflection of the other 
two and can be dealt with more summarily. Finance budgets 
will be considered in conjunction with capital expenditure 
budgets and cash budgets very briefly in a separate 
chapter. 

Most undertakings outside the central government have quite 
separate revenue and capital expenditure budgets, reflecting the 
separation of capital and revenue items in their accounts. The 
central government, in Britain as in many other lands, has a 
cash-based accounting system and a single budget covering all 
receipts and payments, whether in respect of current trans- 
actions or for capital investment. In this study, to facilitate 
comparisons with other authorities, central government budget- 
ing will be considered according to the nature of the activities 
reflected in the cash estimates. The chapters on revenue budgets 
will deal with the government’s current expenditure and those on 
capital expenditure budgets with their expenditureonfixed assets. 
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The Purposes of the Budget 

Budgets may also be classified according to the purposes they 
are intended to serve. Here the definitions are not mutually 
exclusive, as a single budget can fulfil several different objects. 
It is convenient, however, to distinguish four main concepts, 
any or all of which may be reflected in any one budget. First, a 
budget may be a plan, setting out the proposals and decisions 
of those running the organization. Alternatively, a budget may 
be regarded as z, forecast of the results expected, rather than the 
expression of deliberate intentions. Thirdly, the budget may be 
an authorization — the instrument whereby the supreme govern- 
ing body sanctions the raising of revenue or incurring of expen- 
diture. Finally, a budget may be treated as a yardstick of what 
expenditure or revenue ought to be if the organization is 
working efficiently. 

Features of a Budgetary System 

Any or all of these applications of budgeting are commonly 
referred to as 'budgetary control' — a phrase often loosely ap- 
plied to any use of budgets to direct and control activities. This 
has been defined by the Institute of Cost and W orks Accountants as : 

'the establishment of budgets relating the responsibilities of 
executives to the requirements of a policy, and the continuous 
comparison of actual with budgeted results either to secure 
by individual action the objective of that policy or to provide 
a basis for its revision'.^ 

Budgetary control thus involves several distinct processes. 
These may be grouped under two main headings, 'budget 
preparation' and 'budget execution'. Under 'budget preparation' 
must be considered: 

‘ ( 1 ) The form of the budget: how the estimates are analysed 
and related to the costs and quantities of goods and 
services to be expended or produced; and whether the 
budget is prepared in a form which shows what these 
underlying plans and assumptions are. 

^ Terminology of Cost Accountancy (1952), p. 23. 

19 



BUDGETING IN PUBLIC AUTHORITIES 

(2) The method of preparing the budget: how the estimates are 
prepared, assembled, if necessary revised, and finally 
adopted by the supreme governing body. 

A third issue arising both in preparing and in executing 
budgets is: 

(S) The relationship of budgeting to policy-making: how the 
budget is used in settling or reviewing policy, both in 
the course of its preparation and after it has been 
adopted. 

'Budget execution’ raises two further questions: 

( 4 ) How budgetary control is applied: to what extent the 
budget sets a pattern to which the organization is ex- 
pected to adhere, and what arrangements there are for 
alterations after it has been approved. 

(5) Comparisons of actual results with the budget: how the 
comparisons are made and what action can be taken as a 
result. 

The ensuing chapters will examine the practices of different 
public authorities in Great Britain in the light of these five 
facets of budgetary control. 
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CHAPTER II 


THE PUBLIC SECTOR 


THE public sector in Great Britain comprises many hundreds of 
distinct governmental bodies engaged in an immense variety of 
activities. It includes the departments of the central government, 
local authorities, and large numbers of other public bodies with 
varying measures of autonomy in the exercise of their allotted 
functions. The economic importance of the public sector can be 
gauged from the fact that in 1957 current expenditure on goods 
and services by public authorities, excluding the public corpora- 
tions, accounted for nearly 20 per cent of the gross national 
product. Public authorities' capital expenditure, including the 
public corporations, in the same year amounted to 44 per cent 
of all capital investment in the United Kingdom.^ 

An exhaustive description of the public sector is beyond the 
scope of this book, but a brief survey of its most salient features 
is essential in order to understand the settings in which budget- 
ary systems have evolved. A general comparison between the 
objectives and environment of the public and private sectors will 
be followed by separate accounts of the activities, organization 
and financing of four distinct groups of public authorities, central 
government departments, local authorities, hospital authorities 
and the nationalized industries. The two latter groups have 
been selected out of the wide range of other public authorities 
for which there is no generally accepted definition apart from 
the negative one of being neither government departments nor 
local authorities. The nationalized industries provide the most 
prominent examples of publicly owned trading authorities with 
a substantial degree of autonomy in the management of their 
undertakings. The hospital service has been chosen as a leading 
instance of public authorities with distinct statutory powers but 
1 National Income and Expenditure^ H.M.S.O., 1957. 
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not intended to be financially self-supporting and subject to 
closer ministerial and parliamentary control. 


THE PUBLIC AND PRIVATE SECTORS CONTRASTED 

The great point of difference between the public and private 
sectors lies in their ultimate objectives. Although in reality the 
distinction is by no means rigid and clear cut, a highly over 
simplified comparison between typical public and private organ- 
izations will serve to bring out the main differences of emphasis. 

For the private business, profitability provides a financial cri- 
terion of success for every branch of its activities. These are 
determined by market forces to a large extent outside the firm's 
control. Output is dictated by what the producer can sell and 
how much the consumer is prepared to pay for it. Given this 
pattern of demand, management must try to regulate their out- 
put and prices so as to secure in the long run a surplus of income 
over expenditure. They must so direct their operations as to 
produce the output required at the lowest possible cost. Two 
leading principles must determine their reaction to any new 
proposal or change in circumstances — to maximize income and 
to minimize expenditure. 

Budgets will therefore be used primarily as forecasts and 
yardsticks. Forecasts of results will be wanted for guidance in 
settling policy as to output, prices, development and the finan- 
cing of capital expenditure. Expenditure budgets will also be 
needed as yardsticks of what certain operations ought to cost, in 
order to decide whether actual results are better or worse than 
might reasonably be expected. On the other hand, as the market 
remains sovereign, management cannot normally treat their 
budgets as rigid plans or authorizations to produce or spend a 
given amount. They must be constantly ready to modify their 
policy should demand or costs turn out to be different from the 
original estimates. 

For a non-trading public authority, by contrast, a budget is a 
plan of activity which, after approval, becomes an authoriza- 
tion to spend certain sums or employ certain quantities of man- 
power and other resources for specified purposes. Demand, is 
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not the effective limiting factor. There are always far more 
worthwhile things to do than resources available to do them. 
Demand is not, as in a competitive commercial market, auto- 
matically restricted by the fact that the consumer must pay a 
price which directly reflects the costs of the goods or services 
supplied. Most services are not paid for directly by the bene- 
ficiaries, but from a central pool of revenue from taxation or 
grants from higher authorities. The size of this pool is settled, 
after considering the expenditure necessary or desirable, by 
fixing taxes or grants to provide the appropriate amount of 
revenue. Thereafter any changes in spending plans have to be 
regulated as far as possible so as to keep within that fixed 
income. 

A budget can thus be conceived as the master-plan for allo- 
cating limited resources between all the different activities that 
have to be financed from the central pool. This has to be done 
by weighing the competing claims of different services, deciding 
what marginal items must be sacrificed, and examining every 
possible combination of alternatives to find that which will fur- 
ther the public interest more than could be done in any other way 
with the funds available. There is no simple measurable test for 
deciding this, such as the profitability citerion supplies in the 
private sector. 

In a service like education, for example, it is always easy to 
argue that more good could always be done if more money were 
spent. But more spending on education would mean less on other 
services which many would think even more vital. The basic 
problem is to decide how much of the nation's limited resources 
to devote to each service so as in the aggregate to maximize the 
benefits received. There is no easy way of measuring and com- 
paring the benefits to be derived from such diverse alternatives as 
educating technologists, developing nuclear weapons, building 
roads or hospitals, or broadcasting to countries of hostile or 
doubtful political sympathies. Even within a single service the 
same dilemma remains. In education there may be a choice 
between longer teacher training, a higher school leaving age, 
smaller classes, more university students, or improved facilities 
for further education. There are no common criteria forjudging 
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between such alternatives, or even any easy test of whether 
higher expenditure on any one will in fact produce a higher 
standard of service at all. To spend more on school libraries 
would do little good if the books are not read, and lower expendi- 
ture on school meals or stationery might mean less waste of food 
or paper rather than a lower standard of feeding or instruction. 
The root of the problem is that the ultimate object — 'the public 
interest' — means different things in different services. And in a 
democratic system what finally decides the issue is what those 
in authority think will be most acceptable to the community as 
a whole. 

In reality, of course, the circumstances and objectives of public 
and private concerns are not so simple or diametrically opposed 
as the foregoing analysis would suggest. Private businesses 
engage in many activities for which profitability and consumer 
demand cannot provide any directly measurable indication of 
what is required. The effects on net earnings of expenditure on 
employees' welfare or basic research, for example, cannot be 
assessed in precise figures. Decisions as to what ought to be 
spent on such activities involve broader considerations not 
related to the firm's immediate financial position. 

Conversely, considerations of profitability and public demand 
are seldom wholly immaterial in the public sector. There are 
now a large number of publicly owned industrial and commercial 
enterprises with a specific duty to operate on commercial prin- 
ciples and see that their income from trading is not less than 
sufficient to cover their expenditure on revenue account over a 
period of years. Publicly-owned trading undertakings in Britain 
include the nationalized coal, gas, electricity supply and con- 
siderable sectors of inland transport and civil aviation industries; 
a large number of passenger transport, water supply and other 
trading concerns operated by local authorities ; the Post Office — 
the largest of all government departments — and many other 
trading activities undertaken by the central government, rang- 
ing from the management of licensed premises in certain parts 
of the country to the operation of civil aerodromes. 

Even in non-trading public authorities financial results may 
still be a relevant test of success. Though there is no direct 
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revenue and hence no question of maximizing earnings, public 
bodies no less than private firms need to obtain the best value for 
their money. Hence the public sector needs budgets to be not 
simply plans and authorizations but also yardsticks of what its 
services ought to cost. Indeed, its need for budgets as yardsticks 
is often greater than in private industry, which can more often 
rely upon standard costs or non-financial statistics for the main 
check on efficiency in operations. 

The public sector also requires budgets as forecasts of proba- 
bilities for use in settling and reviewing policy for the future. 
It is not always possible to use the same budget both as a fore- 
cast and a yardstick and also as a plan and authorization of 
activity. But the importance of the latter uses of budgeting in 
the public sector does not mean that public authorities can 
afford to neglect its other applications. 

The purposes and problems of budgeting in the private and 
public sectors are not therefore dissimilar. The former gives 
more attention to regulating output according to demand and 
profitability and the latter to allocating limited resources among 
services whose relative value cannot be measured in terms of 
money. Both sectors, however, embrace organizations which 
vary enormously in the nature of their activities and the prin- 
ciples on which they operate. 

THE CENTRAL GOVERNMENT 

Activities 

The central government in Great Britian can be regarded as 
embracing all bodies for whose activities a Minister of the 
Crown is accountable to Parliament. The most important are 
the twenty or so major departments of state headed by ministers 
of Cabinet rank. There are also a large number of other depart- 
ments, boards, committees and commissions under the aegis of 
a minister, whose budgeting and accounting arrangements are 
identical with those of the departments of state. Ml these are 
classed for budgetary purposes as 'Supply Services'. There are 
also a number of special funds, notably the National Insurance 
Funds, for which separate accounts are maintained but which are 
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directly controlled by the departments or other bodies adminis- 
tering Supply Services. Ministers are also accountable to Parlia- 
ment for grants-in-aid to many other bodies, such as the Arts 
Council, the universities, the Metropolitan Police or the Council 
of Industrial Design, which are themselves subject to different 
methods of financial control by the appropriate ministry. 

Government departments are engaged in an enormous range 
of very diverse activities: international, Commonwealth and 
colonial affairs; functions relating to trade, industry and trans- 
port; the collection of public revenue; the control of financial 
and economic policy; legal affairs; the penal system; the social 
services; and common services for other government depart- 
ments. Some departments, like the Home, Foreign and Com- 
monwealth Relations Offices, are mainly concerned with the 
older, regulatory and diplomatic functions of the state; others 
handle the vast, and relatively new programmes of social services 
in the spheres of health, education, pensions and national insur- 
ance. Some, like the Post office and the Ministry of Pensions and 
National Insurance, deal directly with the public, while others, 
like the Ministries of Health, Education, and Housing and 
Local Government, are mainly concerned with services provided 
by local authorities or other autonomous bodies. While many 
are almost exclusively concerned with expenditure for current 
consumption, others — like the Ministry of Works, the Ministry 
of Transport and Civil Aviation and the defence departments — 
spend large sums on works of a capital nature. Some, like the 
Foreign Office or the Ministry of Education, are financed almost 
exclusively from the Exchequer; others receive a considerable 
amount of revenue accruing to the service, for example, in the 
form of insurance contributions or direct charges for services 
rendered. One — the Post Office — is a major trading undertaking 
working on commercial principles, emd some others including 
the Ministry of Supply and the Ministry of Agriculture, Fish- 
eries and Food, carry on trading activities amongst their' other 
functions. 

Organization 

The essential common characteristics of all government depart- 
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ments are founded upon the principles of Cabinet and ministerial 
responsibility which constitute the ultimate guarantee of parlia- 
mentary control over the executive. The minister is directly 
answerable to Parliament for every aspect of his department's 
policy and for every act of its staff. Major issues are considered 
the collective responsibility of the whole Cabinet jointly and not 
merely of the ministers whose departments are immediately 
concerned. 

Below the minister, each department is staffed by permanent 
civil servants, the chief of whom, usually known as the Secre- 
tary, is the 'permanent head' of the department with functions 
extending to every aspect of its activities. Since 1956 the Treas- 
ury has had two permanent heads, each concerned with different 
aspects of the department's work. Each department has an 
Accounting Officer who is directly answerable to Parliament for 
all receipts and payments accounted for by the department. 
Nowadays this position is usually held by the permanent head of 
department concurrently with his other responsibilities. Below 
him, financial business is usually entrusted to a special Division 
headed by an Under-Secretary. He and his immediate deputies 
are not specially trained financial experts but drawn from the 
general Administrative and Executive Classes of the Civil Service. 

The Treasury occupies a pre-eminent place among the depart- 
ments of the central government. It is responsible to Parlia- 
ment, through the Chancellor of the Exchequer, for the finances 
of the central government. Its functions are not limited to the 
raising of revenue but extend equally to the control of expendi- 
ture which is not, as in many other countries, assigned to a 
different government department. The Supply Divisions are 
especially concerned with the supervision of expenditure by 
other government departments. Other Divisions of the Treas- 
ury deal with economic affairs generally and with the govern- 
ment's financial and monetary policy. A special Establishments 
Division handles matters relating to the civil service and con- 
trols the staffing of other government departments. 

Financing 

The cardinal principle of British government finance is that no 
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revenue shall be levied or expenditure incurred except as auth- 
orized by Parliament on the proposal of a minister of the Crown. 
The government must obtain Parliament's consent both to raise 
money and again to spend it. Taxes may be levied only as 
authorized by legislation or, temporarily, by financial resolu- 
tions. Most taxes are enacted for an indefinite period, but the 
income tax only is authorized for a year at a time. An annual 
Finance Act is passed to reimpose the income tax and give 
effect to changes in any other form of taxation. 

Parliamentary control of expenditure rests on the rule that all 
revenue should be paid into a single account — the Exchequer — 
from which all government expenditure must be met. Some 
exceptions are made in the case of statutory funds such as the 
National Insurance Funds, and certain direct receipts in the 
ordinary course of business, such as charges for services to the 
public which departments are authorized to retain for their own 
use, thus reducing their own demands on the Exchequer. In 
general, however, Parliament keeps check on the amounts and 
purposes of government expenditure by controlling issues from 
the Exchequer to meet it. 

The Exchequer accounts are divided for budgetary purposes, 
into ^above the line' and 'below the line' items. 'Below the line' 
transactions relate to payments, mostly of a capital nature, 
which Parliament has expressly authorized to be financed by 
borrowing. Notable examples are loans to local authorities and 
the nationalized industries. All other expenditure is shown 
'above the line' and must be met from revenue. 'Above the line' 
items include some expenses authorized by permanent legisla- 
tion, principally interest on the national debt and also some 
smaller items such as the Queen's Civil List and the salaries 
of judges. But the largest part is for expenditure on Supply 
Services which Parliament will authorize for only a year at a 
time. 

In his annual Budget, the Chancellor of the Exchequer pre- 
sents to Parliament a forecast of proposed expenditure for the 
coming year and proposals for raising the necessary revenue. 
Each department's expenditure proposals for Supply Services 
are presented in a series of more detailed Estimates which Par- 
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liament is asked to approve. Having made provision for revenue 
in the Budget Resolutions and the Finance Act, Parliament 
passes an Appropriation Act to sanction the issue of money 
from the Exchequer for Supply Services. The issues are author- 
ized for specified purposes as set out in the departments' 
approved Estimates. 

Parliament has arrangements for satisfying itself that the 
government does not raise or spend money otherwise than has 
been authorized. In this, they are assisted by the Comptroller 
and Auditor General, appointed in accordance with the Ex- 
chequer and Audit Departments Act, 186 ^. The Exchequer and 
Audit Department, which comes under his control, is staiFed by 
civil servants. The Comptroller and Auditor General himself, 
however, although normally drawn from the top ranks of the 
Civil Service, is an independent permanent officer of the House, 
removable only by the Crown on receipt of an address from both 
Houses of Parliament. His salary, like that of a judge, is a 
charge on the Consolidated Fund and consequently does not 
require annual authorization by Parliament. His duties will be 
described more fully in Chapter VII. As Comptroller, he is 
responsible for seeing that no money is issued from the Ex- 
chequer, unless this has been properly authorized. As Auditor 
he audits the government's accounts and checks that all expen- 
diture has been properly approved by Parliament. For Supply 
Services, the departments produce Appropriation Accounts in 
which their expenditure is shown alongside the approved 
Estimates. The House of Commons appoints a Select Com- 
mittee of Public Accounts who, with the assistance of the Comp- 
troller and Auditor General, examine and report to the House 
on the government's accounts. 

Parliament's control of government finance rests upon a sys- 
tem of cash accounts. The Exchequer Accounts and the Esti- 
mates and Appropriation Accounts presented to Parliament are 
statements of actual receipts and payments during the year. 
Cheques issued but unpaid at the end of the year may be 
included in the Appropriation Accounts provided that payment 
is actually made within the first three months of the following 
financial year. Thus the accounts are virtually confined to cash 
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transactions during the year, regardless of whether or not they 
relate to goods supplied or services rendered during the year, or 
whether they relate to goods and services immediately con- 
sumed or to capital transactions. 

Cash accounting, although common among central govern- 
ments, is frequently criticized on the grounds that it does not 
disclose the true cost of goods and services produced or resources 
consumed in any given period, as might be done with a system of 
income and expenditure accounting such as is practised by most 
commercial undertakings and by many other public bodies, includ- 
ing local authorities and nationalized industries. This would 
segregate capital from current transactions and show the revenue 
and expenses accruing in each accounting period as distinct from 
the cash received and paid. This is already done for the main trad- 
ing operations of the central government, for which departments 
have to prepare Trading Accounts on commercial principles in 
addition to their normal Appropriation Accounts. The Post 
Office has produced Commercial Accounts each year since 
1912 - 13 . 

The form and bases of government accounts in Great Britain 
were reviewed between 1947 and 1950 by a committee appointed 
by the Treasury to examine the possibility of alterations. After 
a prolonged study, however, they concluded that the Exchequer 
Accounts should remain on a cash basis and it was therefore 
undesirable to alter the cash framework of the Estimates and 
Appropriation Accounts. This finding was based on the view 
that government accounts are primarily a record of stewardship 
of the funds Parliament entrusted to the executive by authoriz- 
ing issues of cash from the Exchequer. The cash basis, the com- 
mittee considered, should be retained for accountability purposes 
because it permitted accounts to be rendered in more precise 
'actual' terms than would be possible if they were to be recorded 
on an income and expenditure basis. At the same time, the com- 
mittee recognized that, although necessarily less exact than 
cash accounts, estimates of costs on an income and expenditure 
basis are frequently desirable for guidance in shaping and exe- 
cuting policy. They recommended that the cash accounts should 
be supplemented by commercial-type accounts for all trading 
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services and by the extension of costing systems wherever 
feasible.^ 

Controversy over methods of government accounting still 
continues but it would be beyond the scope of this study to re- 
examine all the ground covered by the Treasury committee. 
The object here will be to see how the present accounting 
systems have affected the methods of budgeting in the central 
government and the ways in which it can assist in the settling 
and execution of policy. 


THE HOSPITAL SERVICE 


Organization 

The hospital and specialist consultant services under the Na- 
tional Health Service are administered by especially constituted 
statutory bodies under the general guidance and supervision of 
the Ministry of Health and the Department of Health for Scot- 
land. All hospital authorities are composed of part-time, unpaid 
members, including both representatives of the medical and 
nursing professions and a substantial ‘lay' element. 

In England and Wales the thirty-six teaching hospitals are 
each administered separately by their own Boards of Governors. 
All the other hospitals — about 3,000 in all — are administered 
through a two-tier structure of fifteen Regional Hospital Boards 
and nearly 400 Hospital Management Committees. The Minis- 
ter of Health appoints the chairman and members of the Regional 
Hospital Boards and Boards of Governors, and the chairman and 
members of Hospital Management Committees are appointed 
by the Regional Boards. In Scotland there are five Regional 
Hospital Boards appointed by the Secretary of State, and eighty- 
four Boards of Management appointed by the Regional Boards. 
The Scottish teaching hospitals are administered through Re- 
gional Boards and Boards of Management in the same way as 
non-teaching hospitals. 

Regional Hospital Boards are responsible for planning and 
co-ordinating the hospital and specialist services in their Region 

^ Final Report of the Cornmittee on the Form of Government Accounts ^ Cmd. 
7969/1950, pp.10-12, 57-58. 
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and generally supervising the administration of these services* 
Their main functions, in England and Wales, are: 

[а) to appoint Hospital Management Committees; 

(б) to appoint and pay senior medical and dental staff; 

(r) to run the blood transfusion and mass radiography 
services; 

(d) to prepare and carry out programmes of capital works 
for all hospitals in the Region; 

(e) to allocate funds for hospital running expenses to Man- 
agement Committees in the Region and to approve 
Management Committees' Estimates. 

Hospital Management Committees are entrusted with the day- 
to-day running of a hospital or Group of hospitals, under the 
general guidance of the Regional Board. Boards of Governors 
are directly responsible to the Minister for the management 
and control of their hospitals. Scottish Regional Boards and 
Boards of Management have functions similar to those of the 
Regional Boards and Management Committees in England 
and Wales. 

Financing 

Hospital authorities derive only a very small part of their income 
from direct charges for services rendered or from gifts and 
endowments. Otherwise, the cost of the service is met from the 
Exchequer out of moneys provided by Parliament through the 
normal annual Estimates procedure for Supply Services. Parlia- 
ment votes money to the Ministry of Health, out of which they 
make annual allocations to the Regional Boards and Boards of 
Governors, and the Regional Boards in turn make allocations 
to the Hospital Management Committees and Boards of Man- 
agement. The Ministry are accountable to Parliament for their 
total expenditure on the service. Hospital authorities have to 
prepare annual accounts in a form prescribed by the minister. 
These have to be submitted to the Ministry and a summary is 
laid before Parliament and published. 

Hospital authorities' accounts, unlike those of government 
departments, are on an income and expenditure basis. Their 
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annual allocations are also expressed in terms of income and 
expenditure, even though Parliament votes the money to meet 
them on the basis of cash Estimates. Separate allocations are 
made for capital and current expenditure. The distinction does 
not correspond exactly to the usual accountancy definition of 
capital and revenue, but is governed by rules laid down by 
the Ministry. Replacements of furniture and equipment in exist- 
ing buildings, for example, are treated as running expenses. 
Hospital authorities’ balance sheets do not make provision for 
the valuation of fixed assets nor take account of depreciation. 


LOCAL AUTHORITIES 

Activities 

Local authorities in Great Britain operate a wide range of public 
services. The largest, in terms of expenditure, are education 
and housing, followed at some distance by health services, street 
cleansing and refuse disposal, the upkeep of highways, and 
police. Other important local authority functions include pro- 
vision for the protection of children; care of the aged, handi- 
capped and homeless; civil defence; fire services; street lighting; 
and public libraries. Many local authorities also run trading 
undertakings, the most common being road passenger transport 
services, water supply, harbours, docks and piers, and markets 
and slaughter-houses. 

Organization 

The leading principle of British local government is: 

‘that the local authorities are responsible bodies competent to 
discharge their functions and that though they may be the 
statutory bodies through which Government policy is given 
effect and operate to a large extent with Government money, 
they exercise their responsibilities in their own right, not 
ordinarily as agents of Government Departments’.^ 

The supreme power is vested in an elected local council who are 

1 First Report of the Local Government Manpower Committee ^ 1st Report, Cmd. 
7870/1950, p. e, 
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neither the creature nor the agent of the central government and 
enjoy a substantial measure of autonomy in the administration 
of local services. Their precise powers vary, both between dif- 
ferent types of authority and, to a lesser extent, between dif- 
ferent councils of the same type. 

Altogether there are over 2,000 local councils in England and 
Wales. Most of the country has a two-tier system of local 
government, administrative counties and county districts. There 
are sixty-one county councils and 1,S55 second-tier authorities: 
S09 non-county boroughs, 571 urban districts and 476 rural 
districts. Rural districts are further subdivided into parishes 
whose councils have very limited administrative functions. 

The largest cities and many medium sized towns — eighty- 
three in all — are excluded from the two-tier system. They come 
under ‘all-purpose' county borough councils exercising all the 
functions elsewhere divided between counties and country 
districts. London has a special two-tier arrangement. The 
London County Council, with powers differing from those of an 
ordinary administrative county, has authority over the whole 
area. The Corporation of the City of London and the twenty- 
eight Metropolitan Borough Councils constitute the second tier 
authorities with certain independent powers within their respec- 
tive districts. 

In Scotland the four largest towns are ‘counties of cities' with 
‘all-purpose’ councils similar to the English county boroughs. 
The rest of the country has a two-tier system, though this is not 
so fully developed as in England and Wales. There are thirty- 
four county councils and, as second tier authorities, twenty large 
burghs, and numerous small burghs and county districts. 

The size of the council varies from a dozen or less in some 
small county districts to approaching 150 in large county 
boroughs. The council is both the local legislature with power 
to make by-laws consistent with the law of the country, and also 
the local executive. Its executive functions are carried out 
through committees, which sometimes include persons other 
than members of the council. Each committee is concerned with 
particular services or activities such as Education, Libraries or 
Supplies. The committees are served by departments of full- 
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time permanent officials. Unlike many local authorities in other 
countries, no British council has a single appointed or elected 
'chief executive' with authority over the whole range of local 
activities. 

Finance therefore provides one of the main connecting links 
between the various services. Almost invariably the council 
appoint a finance committee who have general oversight over 
the financial implications of all local policies and services. Finan- 
cial procedures are often laid down in local standing orders or 
financial regulations, but there is much variety in the precise 
arrangements adopted by different authorities and the extent to 
which they are formally prescribed in writing. The finance com- 
mittee is served by a finance department headed by a pro- 
fessionally qualified accountant. In England and Wales the 
Local Government Act, 1958, requires that 'every local au- 
thority shall make safe and efficient arrangements for the receipt 
of moneys paid to them and the issue of moneys payable by 
them and those arrangements shall be carried out under the 
supervision of the treasurer'. In a few small authorities the 
treasurer is the manager of the bank where the council keeps its 
accounts. Nearly always, however, the 'treasurer' is the chief 
financial officer, and the term has been used in this sense through- 
out this book. The London County Council is governed by 
separate legislation, whereby the bank itself is the treasurer and 
the chief financial officer is known as the Comptroller of the 
Council. Scottish counties also have a permanent finance officer 
as 'county treasurer', but the burghs have a different nomencla- 
ture. The chairman of the finance committee is the 'honorary 
treasurer' and the chief finance officer is known as the 'cham- 
berlain'. 

Financing 

Local authorities in Great Britain keep their accounts on an 
income and expenditure basis, much more akin to commercial 
practice than to the cash system of the central government. 
Unlike hospital authorities, they not only separate capital from 
current transactions, but also keep full balance sheets recording 
all their capital assets and liabilities and make provision in their 
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revenue accounts for interest and repayment of loans raised to 
meet capital expenditure. 

The greater part of local authorities’ expenditure on revenue 
account is not recovered from direct charges for services ren- 
dered but met from a general pool of revenue known as the 
Rate Fund. A considerable proportion of the income of this fund 
comes from government grants, which in recent years have 
amounted to over two-fifths of all local authority expenditure. 
A further fifth is derived from fees, rents, recoupments and simi- 
lar direct charges for services rendered. The remainder has to 
be provided from local taxation. British local authorites have no 
choice as to the form these taxes shall take: 

'Local authorities can levy only such taxes as they are 
authorized by Parliament to levy. In fact, the only tax which 
Parliament has given them power to levy for the general 
financial needs of the district, is the tax on the occupation of 
land and buildings which is known as "rating”. Local authori- 
ties have the power to levy whatever rates are necessary to 
meet their liabilities.'^ 

County councils in England and Wales do not themselves levy 
rates but issue precepts to the county districts, who in fixing 
their own rates, must include the amounts demanded as precepts 
by the county council. Scottish county councils issue 'requisi- 
tions’ to large and small burghs and themselves levy rates over 
the rest of the county. All local authorities are required by 
statute to levy rates or issue precepts or requisitions each year 
sufficient to cover their expenditure on revenue account and to 
provide a working balance. In principle, this means that they 
cannot plan to carry over surpluses or deficits from year to year. 
In practice, however, they are allowed a considerable margin of 
flexibility through the statutory provision for a working bal- 
ance, through powers to accumulate reserves for certain speci- 
fied purposes, and through special funds for spreading the cost 
of such items as repairs and maintenance where the amount 
spent is liable to fluctuate from year to year. 

1 New Sources of Local Revenue^ Report of a Study Group of the Royal Institute 
of Public Administration (1956), p. £3. 
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The finances of local authority trading undertakings are kept 
separate from the Rate Fund. Each has its own income and 
expenditure accounts, from which can be seen how far they are 
succeeding in paying their way. Separate accounts are also kept 
for some other services, notably housing, in order that any 
subsidies from the Rate Fund should be clearly shown. 

Local authorities' capital expenditure is mainly financed by 
borrowing. Some capital items, however, are often financed from 
current revenue and appear in the Rate Fund accounts. Most 
borrowing is from external sources by means of mortgages and 
issues of stock. Some capital money can be borrowed internally 
from superannuation or other funds held by the authority. Any 
project to be financed by borrowing must first receive a loan 
sanction from the appropriate government department. This 
will authorize the council to borrow a stated amount, to be 
repaid over a stipulated period. An annual provision for loan 
charges', to cover the interest and repayment instalments will 
then appear in the revenue accounts for the service in question. 
Most sizeable authorities have some form of Loans Pool or 
Consolidated Loans Fund, so that they need not actually raise 
a separate loan in respect of each sanction. 

THE NATIONALIZED INDUSTRIES 


Activities 

State ownership of industrial and commercial undertakings is by 
no means entirely a recent innovation in Great Britain. One 
major state-owned trading undertaking, the Post Office, has 
been in existence for over four centuries. This, however, is run 
as an ordinary government department. The Port of London 
Authority, created in 1908, was the first of many public enter- 
prises to be given the more autonomous form of organization 
now known as a public corporation. It was followed in the inter- 
war years by the Electricity Commission, the Central Elec- 
tricity Board and the London Passenger Transport Board, which 
were later superseded by other nationalized boards. The British 
Broadcasting Corporation was established in 1926, British Over- 
seas Airways Corporation 1939, and the North of Scotland 
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Hydro-Electric Board in 1943. A much greater expansion of the 
public sector in industry occurred after the Second World War, 
with the nationalization of the Bank of England, the coal- 
mining industry, and much of the inland transport system and 
civil aviation, gas and electricity supply and the iron and steel 
industry. Most of the iron and steel and part of the road haulage 
undertakings have since been returned to private ownership. 
The exploitation of atomic energy has from the start been 
carried on as a public enterprise, originally run by government 
departments and since 1954 by the Atomic Energy Authority. 
This, though a public corporation, has less independence than 
the other nationalized industries, especially in its financial 
arrangements. 

The Coal Industry Nationalization Act, 1946, brought the 
coal mining industry into public ownership and created the 
National Coal Board which became responsible for the manage- 
ment and development of the coal mining industry and for coal 
supplies. Coal mining is carried out at some 900 collieries 
organized in nine Divisions, eight of which are sub-divided into 
forty-eight Areas. There is a separate marketing organization, 
for which the country is divided into nine Sales Regions. 

The British Transport Commission, established in 1947, 
operate the railways, the London Transport system, long-dis- 
tance road haulage services, docks and inland waterways, a 
group of hotels and — through subsidiary companies — a large 
number of provincial road passenger transport undertakings. 
The railways form by far the largest part of the undertaking, 
accounting for about 70 per cent of the annual income. They are 
now organized on a regional basis under six Area Boards 
appointed by the Commission. 

The electricity supply industry was brought into complete 
national ownership by the Electricity Act, 1947. The present 
organization of the industry in England and Wales, as modified 
by the Electricity Act, 1957, comprises a Central Electricity 
Generating Board to manage the power stations and the main 
transmission of electricity through the National Grid; twelve 
area electricity boards responsible for the retail distribution of 
electricity to consumers; and an Electricity Council as a con- 
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sultative and co-ordinating body for the industry as a whole. 
Until 1958 the functions of the Generating Board and the Elec- 
tricity Council were exercised by a single public corporation, 
known first as the British and after 1954 as the Central Elec- 
tricity Authority. Under the Generating Board, there are some 
S 60 power stations, organized in eleven Generating Divisions 
which in turn are grouped into five Regions under Regional 
Directors; the construction of new power stations is the responsi- 
bility of three Project Groups, answerable directly to the Gen- 
erating Board. Scotland has two entirely separate electricity 
boards — the North of Scotland Hydo-Electric Board originally 
created in 1943 and the South of Scotland Electricity Board 
established in 1955. Each of these is responsible for both the 
generation of electricity and its distribution to consumers. 

Municipal and privately-owned gas undertakings were nation- 
alized by the Gas Act, 1948. This set up twelve area gas boards 
to undertake the production and distribution of gas and by- 
products, and a Gas Council to exercise some co-ordinating 
and necessarily centralized functions in regard to wage nego- 
tiations, research, capital developments, and external borrowing. 

Under the Air Corporations Act, 1949, the nationalized 
civil aviation services are divided between two public corpora- 
tions. British European Airways, established in 1946, operate 
inland and continental services, and British Overseas Airways 
Corporation those to destinations outside Europe. 

Organization 

All the industries nationalized between 1946 and 1950 were 
organized as public corporations. As such they are corporate 
bodies with distinct legal personality and not considered part of 
the central government. Though created to operate a particular 
service in the public interest, they are intended to be free from 
detailed ministerial and parliamentary control and have a wide 
measure of independence in the management of their under- 
takings. 

Each corporation has a governing board which includes both 
full-time and part-time members who are all appointed for a 
definite term of years by the minister who has been given certain 
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specific statutory powers over the board — notably in regard to 
capital development and borrowing. The minister also has 
power to give the boards 'directions of a general character . . . 
in relation to matters appearing to the minister to affect the 
national interest’.^ Although this power has been very little 
used, its existence has an important influence on the general 
relationship between their minister and the board and strengthens 
his position in informal discussions and consultations. The 
minister is not, however, intended to interfere in detail with the 
day-to-day running of the industry for which he does not hold 
himself accountable to Parliament. 

Parliament has debarred itself from considering matters of 
day-to-day administration in the nationalized industries, as dis- 
tinct from major issues affecting the national interest. This does 
not of course limit the practice whereby individual members can 
and frequently do communicate direct with the boards on ques- 
tions of day-to-day administration. Both Houses are kept in- 
formed of the affairs of each industry through their annual 
reports and accounts, which have to be presented to the minister 
and laid before Parliament. White papers on the programmes 
and performance of the nationalized industries, particularly in 
the field of capital investment, are also presented to Parliament, 
either annually or when they are seeking statutory powers to 
borrow money. In the House of Commons three days of each 
session are customarily set aside for general debates on the 
annual reports. Since 1956-57 the Commons have also set up 
each session a small Select Committee on Nationalized Indus- 
tries (Reports and Accounts) with power to examine their 
reports and accounts and obtain further written and oral evi- 
dence. This is intended to help members to 'inform themselves 
about the activities of the nationalized industries without taking 
upon themselves responsibilities which properly belong to Min- 
isters of the Crown or encroaching on the independence of 
enterprises which are and must remain fundamentally com- 
mercial in character'.^ The Committee have adopted the pro- 

^Coal Industry Nationalization Act, 1946, S.3(l): similar provisions were 
inserted in the other nationalization statutes. 

2 R. A. Butler, Parliamentary Debates, H.C., Nov. 29 1956, Vol. 561, Col. 590. 
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cedure of examining the various industries one at a time, 
beginning with the Scottish electricity boards and the National 
Coal Board. 

Financing 

The financial autonomy of the British nationalized industries is 
reflected in the fact that they are not included in the Budget of 
the central government. They do not have to present estimates 
of income and expenditure for approval by Parliament. Their 
accounts are not audited by the Comptroller and Auditor 
General but by professional auditors appointed by the minister. 
An annual statement of the accounts has to be presented to the 
minister and laid before Parliament, together with the auditor's 
report. 

The published accounts must be in 'a form which shall con- 
form with the best commercial standards'.^ Separate operating 
and financial results have to be shown for each main activity of 
the board. ^ These statutory obligations determined the form of 
the boards' internal accounting systems. The precise form 
agreed for each industry is laid down by ministerial direction 
and comprises summary revenue and net revenue, or trading 
and profit and loss accounts, and a balance sheet. Their contents 
are analysed in more detail in extensive supporting schedules. 

As trading undertakings, the nationalized industries have a 
statutory duty to pay their own way. The Coal Industry 
Nationalization Act states that 'the policy of the Board shall be 
directed to securing, consistently with the proper discharge of 
their duties . . . that the revenues of the Board shall be not less 
than sufficient for meeting all their outgoings properly charge- 
able to revenue account ... on an average of good and bad 
years'.^ Similar obligations have been imposed on the other 
nationalized industries. They do not, however, enjoy unlimited 
freedom to fix their own prices according to commercial con- 

^ Coal Industry Nationalization Act, 1545, S.Sl(l); Electricity Act, 1947, 
S.46(l); Gas Act, 1948, S.50(l); Air Corporations Act, 1949, S.2£(l). 

^ Coal Industry Nationalization Act, 1946, S.31(l); Transport Act, 1947, 
S.94(2) ; Electricity Act, 1947, S.46(£) ; Gas Act, 1948, S.50(2) ; Air Corporations 
Act, 1949, S.2£(l). 

* Coal Industry Nationalization Act, 1946, S.l(4). 
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siderations. The British Transport Commission cannot alter 
their railway or London passenger transport charges schemes 
without reference to the Transport Tribunal, an independent 
statutory body who hold inquiries on judicial lines into the 
Commission’s proposals. For the other nationalized industries 
there are no corresponding tribunals. The National Coal Board, 
however, assumed from the former colliery owners a ‘Gentle- 
man’s Agreement’ not to increase the general level of coal 
prices without the agreement of the Minister of Power. The gas 
and area electricity boards have a statutory obligation not to 
alter their tariffs without reference to the consultative council 
representing consumers in their area. The air corporations have 
no power to alter their fares to achieve a break-even financial 
result since these are determined by international agreements 
through the International Air Transport Association. 

Capital expenditure in the nationalized industries is financed 
from internal sources, mainly depreciation provisions, or by 
borrowing. The gas and electricity industries, the British Trans- 
port Commission and the airways corporations were given 
power to borrow by issuing stock which could be — and in fact 
always was — guaranteed by the Treasury. Since 1956, this 
method of borrowing has been temporarily replaced by direct 
advances from the Exchequer, which have always been the 
source of borrowing for the National Coal Board. 

The Atomic Energy Authority have a different method of 
financing, more akin to that of a government department. They 
are not expected in the foreseeable future to make their activi- 
ties financially self-supporting. Sales to the public of radio-active 
isotopes provide only a small proportion of the annual income. 
Most of their funds, for both capital and current expenditure, 
come from money voted annually by Parliament to the appro- 
priate minister, who is empowered to pay over to the Authority 
such sums as he may, with the consent of the Treasury, deter- 
mine. The accounts of the Authority are subject to audit by the 
Comptroller and Auditor General who reports thereon to Par- 
liament. A member of the minister’s staff acts as Accounting 
officer for the Vote from which grants are made to the Authority, 
and is liable to be examined by the Public Accounts Committee 


42 



THE PUBLIC SECTOR 

along with the Chairman and the member responsible for 
finance, by whom the Authority's accounts are signed. 


THE SIZE OF THE UNDERTAKINGS 

The size of an undertaking has an important influence on its 
approach to budgeting — as indeed to every process of manage- 
ment and decision making. The larger the undertakings, the 
more selective top management must be in the matters to 
which they give attention, either in deciding policy or keeping 
check on how it is carried out, and the more they will require 
formalized procedures to assist them in decision making and 
supervision of their subordinates. 

Before trying to compare their budgetary arrangements, it is 
therefore important to be clear as to the relative size of the 
authorities concerned. This can most conveniently be measured 
in terms of their annual expenditure. Different accounting sys- 
tems and financial years make it impossible to produce figures 
for all public authorities on the same basis, but enough is known 
to give a fair indication of their relative magnitude. 

In 1956-57, the total expenditure of the central government 
as shown in the accounts of Exchequer issues, amounted to 
£5,104< million, including Telow the line' payments of £S36 
million. The Appropriation Accounts of the civil and revenue 
departments showed their aggregate gross expenditure in the 
same year as £3,367 million. The following table shows the 
main departments contributing to this total: 

Gross Expenditure in 1956-57 {£ millionY 

Ministry of Health ^^78 • 8 

Post Office 4*32 • 3 

Ministry of Education ^ 

Ministry of Pensions and National Insurance 336-0 
Ministry of Agriculture, Fisheries and Food 288-0 
Ministry of Housing and Local Government 158-7 
National Assistance Board 131-2 

1 Civil Appropriation Accounts and Revenue Departments" Appropriation Accounts, 
1966-67. H.C. 1957-58/39, 40 and 15. 
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Home Office 74*5 

Ministry of Transport and Civil Aviation 71*0 

Ministry of Works 50 • 4 

Colonial Office 43 • 4 

Foreign Office 42 • 7 

Inland Revenue 39 • 8 

Ministry of Labour and National Service 24*5 

Board of Trade 20 • 3 

Customs and Excise 16*5 

Commonwealth Relations Office 13*7 

Ministry of Power 10 • 4 


These figures show gross expenditure on a cash basis, including 
both current expenses and, in departments where it arises, 
capital expenditure as well. The cost of work undertaken on a 
repayment basis is not, however, attributed to the department 
carrying out the work. Thus the Ministry of Works actually 
spent another ^41 million on repayment services for other 
government departments or public bodies, most of which ap- 
pears in the accounts of some other government department. 
In the figure for the Post Office, capital expenditure financed 
from loan has been added to that shown in the Appropriation 
Accounts in order to make it comparable with the other 
departments. 

Other public authorities can be compared in terms of their 
annual expenditure on revenue account. The following table 
indicates the relative size of different kinds of authority and the 
range of sizes within each group. A figure for Post Office 
current expenditure from the Commercial Accounts has also 
been included: 

Annual Expenditure on Revenue Account ( £, million)'^ 

^National Coal Board 942*6 

^British Transport Commission 831*1 

Electricity Supply (England and Wales) 457*9 

1 Sources: for nationalized industries — Annual Reports and Accounts of the 
boards; for hospital service — figures supplied by Ministry of Health; for local 
authorities — Society of County Treasurers, Financial and General Statistics of 
County Councils, 1966-57; Local Government Financial Statistics, 1966-6; London 
County Council, Accounts in Abstract, 1966-57. 
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Gas Council and Gas Boards 385 • 8 

•f Post Office 359*4. 

Hospital Service (England and Wales) 343* 1 

'f London County Council 92 • 9 

Largest Gas Board (North Thames) 71*2 

Largest Area Electricity Board (London) 60*0 

British Overseas Airways Corporation 66-2 

•f Largest Local Authority in Scotland (Glasgow) 51*5 
Largest Hospital Region (SW Metropolitan) 38*8 

•f Largest County Council (Middlesex) 38*3 

*South of Scotland Electricity Board 35*9 

British European Airways 27 * 3 

Smallest Electricity Board (South Western) 20-6 

^North of Scotland Hydro-Electric Board 11*8 

Smallest Gas Board (Wales) 9*8 

*f Average County Council 8*5 

Smallest Hospital Region (East Anglia) 8*0 

Average County Borough 7*0 

J Average Metropolitan Borough 1*0 

Average Hospital Management Committee 0*7 

•f Smallest County Council (Rutland) 0*3 

Average Non-County Borough 0*4 

;{; Average Urban District 0 • 1 

JAverage Rural District 0 * 1 


(* 1957; 'f 1956-57; X 1^55-56; all other figures are for 
1957-58.) 

This comparison emphasizes the immense size of the larger 
government departments and the nationalized industries. Local 
authorities with some conspicuous exceptions, are on the aver- 
age much smaller than the other units. They would be more 
nearly comparable with individual Hospital Management Com- 
mittees, the larger of which spend ^1^ million to £2 million 
a year. 

The figures may be seen in better perspective if compared 
with some large organizations in the private sector. In 1958 
there were estimated to be twenty-eight industrial companies 
in Great Britain whose annual sales exceeded ^100 million. 
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These were headed by two Anglo-Dutch companies, Royal 
Dutch Shell and Unilever, with turnovers of £b,6S5 million 
and ^1,220 million respectively. The largest wholly-British 
company was British Petroleum, in which a majority of the 
shares are state-owned, with a turnover of £793 million. Two 
other companies — Imperial Tobacco and British American To- 
bacco — ^had turnovers exceeding £500 million. Annual sales of 
^100 million or more were recorded in another twenty-three 
companies, mostly in the motor and aircraft, electrical equip- 
ment, iron and steel, chemical and food products industries.’- 
Thus the leading companies in these branches of the private 
sector face problems of large-scale organization of the same 
magnitude as confronting public authorities. None, however, 
approaches the size of the central government taken as a whole 
and very few are equal to that of the National Coal Board, the 
British Transport Commission or the Post Office. 

CONCLUSION 

This chapter has examined the scope and environment of the 
public sector in order to identify the organizational and other 
factors likely to influence the budgetary practices of different 
kinds of public authorities. Points of especial relevance to be 
borne in mind in the succeeding chapters are ( 1 ) the relative 
significance of ‘the public interest' however interpreted, as 
opposed to the profit motive and financial criteria of success; 
(2) the character of the activities undertaken, whether trading 
operations, social welfare services or other administrative func- 
tions; (3) the form of organization, as regards both internal 
organization and relations with higher authorities; (4) the 
system of financing, including the main sources of income and 
the method of accounting for transactions; and (5) the size of 
the undertaking to be run as a unified concern. 

1 The Fortune Directory (New York, August 1958) pp. 21-22. 
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CHAPTER III 


THE REVENUE BUDGET: 
CHARACTER AND PURPOSES 


I N examining the different kinds of budget in use, it is appro- 
priate to give most attention to the revenue budget. For most 
public authorities, income and expenditure on revenue account 
are invariably far greater than their capital income and outlays 
in any given period. Although capital items may raise important 
issues, these are usually discussed and decided individually on 
separate occasions. Revenue budgets, however, consist to a lar^ 
extent of recurrent items, representing services and chargesj 
which might otherwise be continued indefinitely without comingj 
under any regular scrutiny and review. Moreover, in a revenue ' 
budget the implication is that the goods and services procured i 
should yield their full benefits within the same accounting! 
period. In practice there are usually some carry-overs, but thesej 
are seldom of major significance. The relationship between the 
two sides of the revenue budget is thus of special significance 
as a measure of the benefits to be derived from proposed outlays. 
The size, the recurrent character and the economic significance 
of the transactions involved therefore give the revenue budget 
especial importance as an instrument for settling policy and 
controlling its execution. 

The central government of Great Britain has no distinct 
revenue budget, since the national Budget includes both capital 
and current items recorded on a cash basis. For Supply Services, 
however, the annual Estimates for each department normally 
segregate capital and current expenses into separate Subheads. 
In this and the following four chapters, therefore, central gov- 
ernment budgeting is considered as it bears upon departments' 
'current expenses', leaving the question of their capital expendi- 
ture for discussion at a later stage. The other groups of public 
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authorities have income and expenditure accounting systems, 
so that although the nomenclature varies, there is no difficulty 
in identifying which budgets refer to transactions on revenue 
account. 


REASONS FOR A REVENUE BUDGET 

A single budget can often be made to serve several distinct pur- 
poses. These will be examined separately in order to show the 
potentialities of budgeting and the motives which have led to 
its adoption. But the different purposes are by no means mutually 
exclusive although their relative importance varies. 

[a) Fixing Revenue and Expenditure 

In a non-trading public authority the immediately compelling 
reason for a revenue budget is to see that its income will be 
sufficient to meet its expenditure over the given period. Th^ 
budget is considered, first, as a forecast of what expenditure 
will be necessary or desirable; secondly, as a plan to secure the 
right relationship between income and expenditure; and finally, 
as an authorization to raise and spend the amounts specifiec^ 
When the main source of income is taxation, the authority 
decides at regular intervals — ^usually once a year — ^how much 
revenue it needs over. the ensuing period, and then imposes 
rates and taxes calculated to bring in the desired amount. Once 
these are fixed, its income for the period is virtually settled. 

If the budget is to be a plan for raising revenue, it must begin 
with plans of expenditure in order to show what expenses will 
have to be met. This is not simply a matter of deciding what one 
would like to spend on each service, adding it up, and asking the 
public to meet the bill. Public authorities, like private indi- 
viduals, are very seldom in a position to spend all that they 
would like to. They must also consider the difficulties of paying 
for it. This involves estimating the yield of different taxes and 
other sources of revenue; studying the economic and political 
effects of different forms and levels of taxation; and trying to 
judge whether the public would prefer to pay more for better 
public services or to keep the extra money to spend or save as 
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they wish. The authority must also weigh the claims of dif- 
ferent services on the limited funds at their disposal, and decide 
how they should be allocated to give the greatest total benefits 
— whether, for example, they should spend more on developing 
guided missiles or on increasing the Forces" pay, or whether 
to employ fewer home helps so as to be able to afford more 
books for the public library. 

The budget is thus drawn up as a plan fixing the total amount 
to be raised and spent and dividing it between departments and 
services in the way which will best fulfil the wishes and interests 
of the community. Income, in the form of rates and taxes, will 
mostly be firmly settled from the moment that the budget be- 
comes operative. The expenditure estimates, although con- 
sidered before the proposals for raising revenue, have to remain 
more flexible, in so far as there will in all probability have to be 
some departures from the original plan to allow for unforeseen 
changes in wage and prices, urgent new needs or delays in 
carrying out what was planned. The expenditure side of the 
budget is nevertheless a carefully considered plan, formally ap- 
proved at the same time as the agreed taxes are imposed. It 
then becomes binding on the spenders, who are not allowed to 
depart from it without special authorization. 

Local authorities" annual Rate Estimates are a clear instance 
of budgets primarily intended to fix income and expenditure. 
As the name indicates, their main purpose is to determine the 
rates, which in Britain are the only tax a local authority can 
impose. The law requires local authorities to levy a rate each 
year at a level calculated to cover their estimated expenditure 
on revenue account during that year. Estimates of expenditure 
and income from direct charges are prepared annually for each 
Rate Fund department. These are brought together and revised 
as necessary until the total, after deducting government grants 
and income from other sources, appears a reasonable and 
expedient sum to demand from the ratepayers. The council 
then 'make" the rate at the appropriate level and approve the 
Rate Estimates as the amounts and purposes for which expendi- 
ture may be incurred. 

Budgeting in the central government is likewise aimed at 
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fixing income and expenditure so as to secure the right relation- 
ship between the two. The level and forms of taxation for the 
year ahead are set out in the Chancellor of the Exchequer's 
annual Budget Proposals, given statutory force by Budget 
Resolutions approved by Parliament on Budget Day and later 
confirmed in the Finance Act. Tax changes during the year are 
never completely ruled out and in some cases, such as purchase 
tax, can be made without amending legislation. Sometimes a 
second Budget is introduced later in the year to meet changed 
circumstances, especially in time of war or economic crises. But 
the imposition of taxes on an annual basis remains a very long 
standing principle of the British constitution, upon which parlia- 
mentary procedure and administrative practice are founded. 
Spending plans are also drawn up for a year at a time, in annual 
Estimates for each department. Once approved by Parliament, 
these become the authorized pattern of spending for the year. 

(b) Planning to Spend a Fixed Amount 

When a public authority finances many different activities from 
a central pool of revenue, it cannot decide what should be spent 
on each service without considering all the other claims on its 
income. This can only be done by those in a position to review 
the whole field of public needs and obligations. In Great Britain 
this means the Cabinet or the Treasury in the central govern- 
ment and the council and the finance committee in a local 
authority. 

Consequently, each separate service and department has to 
work within a fixed income assigned to it by some higher 
authority. Its final budget is drawn up as a plan for spending 
this amount to the best advantage. Before its allocation is 
settled, however, it may have to submit an earlier budget for 
use in determining what the allocation ought to be. This will 
not have to be contained within any pre-ordained ceiling, but is 
intended as a reasonable estimate of what seems necessary or 
desirable during the period in question. How far the actual allo- 
cation corresponds to the first budget depends on how far 
higher authorities consider the latter to be a reasonable 
estimate of what is required, having regard to the claims of 
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Other authorities and services on the limited resources available. 

This approach to budgeting is very clearly illustrated in the 
hospital service. Hospital authorities are asked for Forecasts of 
their expenditure on hospital running costs for the coming year. 
The Health Departments make lump sum Allocations to the 
Hospital Boards, and the Regional Boards in turn make Alloca- 
tions to the Hospital Management Committees. Each Com- 
mittee then have to prepare annual Estimates, in a form pre- 
scribed by the Ministry, for approval by the Regional Board as 
their spending plan for the year. Regional Boards, and Boards 
of Governors must likewise prepare Estimates of their own 
expenditure, and these have to be approved by the Ministry. 
In this way each hospital authority has to prepare two separate 
budgets for each financial year — a Forecast to guide higher 
authorities in determining their Allocation, and Estimates show- 
ing how they propose to spend the Allocation actually received. 
There is also an opportunity to submit a third, revised, budget 
within the authorized total, halfway through the financial year. 

In subordinate services or departments of other authorities 
there is a similar distinction between the original 'asking figure' 
put forward by the spenders, and the final 'budget' or 'estimates' 
of what they are actually allowed to spend. In local authorities 
and government departments the final budgets are often arrived 
at through informal discussion and ad hoc cuts in the 'asking 
figures' rather than by a formal system of Forecasts, Allocations 
and Estimates. But for individual spenders the process is essen- 
tially the same as in the hospital service, with each individual 
spender first saying what he thinks ought to be spent on his 
service, and then stating how he plans to use whatever amount 
higher authorities decide to allow. 

Much the same use of budgets as spending plans is encount- 
ered in some branches of industrial undertakings. In the case of 
research or publicity for example, the level of activity is not 
immediately dictated by demand. A balance has to be struck be- 
tween what the scientists or the advertising manager would like 
to do and how much of this higher management thinks the busi- 
ness can afford. Their original proposals are trimmed down to 
produce a research or advertising budget which is essentially 
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a plan to make the best use of limited resources. The same is 
true of budgets for any other type of expenditure, such as 
training and welfare, where the demand does not arise from 
outside the industry. 

(c) Deciding Future Policy 

Questions of policy are certain to be raised in fixing income and 
expenditure or planning the use of limited resources. But even 
when it does not fix any definite plan of income or expenditure, 
a budget may still be valuable as a forecast of future prospects 
for guidance in settling policy or other issues. In a trading 
undertaking, the budget provides an indication of expected 
results which can be of great value in settling or reviewing 
price policy to ensure profitability or in planning output to 
correspond with the probable demand. Prominent examples of 
this use of budgets are found in the nationalized industries, 
including the Tariff Estimates of the Central Electricity Gen- 
erating Board, the area electricity boards' Trading Estimates, 
the National Coal Board's annual Forecasts of output, man- 
power and financial results, and the annual revenue budgets of 
the gas boards and the airways corporations. 

{d) Setting Standards of Efficiency 

A budget for any purpose should be drawn up on the assumption 
that a reasonable standard of efficiency is attained. It is thus a 
yardstick of the results to be expected if the undertaking is 
operating efficiently. Efficiency is essentially a matter of the 
relationship between the quantities of manpower, materials and 
energy consumed and amount of goods and services produced. 

A fixed annual budget can only be an appropriate yardstick if 
these quantities of input and output can be firmly planned or 
predicted when the budget is prepared. Otherwise some form 
of flexible budgeting is needed to determine the costs and pro- 
ceeds which ought to be expected at different levels of output. 
Expenses must be divided into fixed costs and variable costs 
according to whether they vary directly in proportion to output, 
so that the budget provision for variable costs can be adjusted 
according to the output achieved. Where the product is reason- 
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ably homogeneous, standard costing methods may be used to 
agree on the fixed and variable costs per unit of output from 
which the budget provisions should be calculated. The National 
Coal Board are developing standard costing for colliery opera- 
tions, and intend to relate these standards to their operational 
expenditure budgets. British Overseas Airways Corporation 
have for some years based their budgetary control on a 'standard 
cost per flight' for each route. This is arrived at by assessing the 
total departmental expenditure necessary, and dividing it over 
the planned number of flights to arrive at a 'standard cost per 
flight' for each service. These 'standard costs' are then used in 
adjusting the budget to the level of activity actually attained. 

Another alternative is to exclude from the budget items on 
which uncontrollable variations are likely to arise. Thus the 
revenue budgets of electricity Generation Divisions do not 
initially include any provision for expenditure due to break- 
downs or other emergencies which have not yet occurred. 
Expenditure for these purposes can be incurred if necessary out- 
side the total expenditure authorized in the budget and is then 
allowed for in the next of the periodical revisions of the initial 
budget. Area electricity boards exclude from their Revenue Ex- 
penditure Budgets not only emergency repairs but also pay- 
ments to the Generating Board for bulk supplies of electricity. 
These actually account for more than two-thirds of their total 
expenditure, but have to be reckoned as uncontrollable since 
they depend entirely on consumer demand and the Bulk Supply 
Tariff. 

In non-trading activities, flexible budgeting for different levels 
of output is seldom attempted owing to the diversity of activities 
undertaken and the difficulty of measuring the product of any 
one of them. This is especially true of preventative, administra- 
tive and cultural services, as opposed to building and engineer- 
ing operations. On the other hand, the level of activity in such 
services can usually be more firmly estimated when the budget 
is prepared. The budget can therefore be regarded as a yardstick 
of what costs and proceeds ought to be if the undertaking 
adheres to the programme of work on which its budget was 
based. 


53 



BUDGETING IN PUBLIC AUTHORITIES 


THE UNDERLYING PROGRAMME OF WORK 

Whatever its primary purpose, the budget should be conceived 
as a programme of work to be done or goods and services to be 
produced in order to fulfil the objects of the organization, and 
of the manpower, energy and materials needed to accomplish 
these objectives. The final estimates are mainly expressed in 
terms of money, since this alone provides a common unit for 
measuring all kinds of goods and services. But they will not 
provide a sound plan, forecast or yardstick unless they are 
founded on estimates of the work to be done and the manpower, 
plant and materials needed to perform it. 

The alternative is to draw up a financial budget straight 
away, without looking at the underlying physical needs and 
plans. This would have to be done on the basis of past income 
and expenditure. Current trends might be projected forward, 
and allowance made for the effect of any changes in costs and 
for running expenses resulting from new capital developments. 

This is a dangerous practice, since it provides no opportunity 
for reviewing variations in the volume of work, inadequate 
standards of service or inefficiency in operations. The demands 
on the service may alter from period to period, so that what was 
the right amount to spend in one year may be too much or too 
little in the next if the same standard of service is to be main- 
tained. Secondly, even if the amount of work remains constant, 
there may very well be scope for improvements in the way it is 
done. It may be desirable to spend more in order to provide a 
better quality of service — better street lighting, for example, 
or better meals for mental hospital patients. Alternatively, it 
may be that expenditure could well be reduced without lowering 
standards by improved efficiency — through raising labour pro- 
ductivity or introducing new methods or machinery. It is there- 
fore important to consider how the financial estimates can be 
related to their physical bases. The following sections describe 
the principal techniques employed. 

{a) Defuand 

In trading organizations output follows demand which is often 
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largely outside the control of the undertaking. The budget must 
therefore be founded on estimates of sales or demand. These 
must be drawn up in the light of current trends, the anticipated 
effects of planned developments in methods of production and 
distribution, and any likely changes in external circumstances 
which may affect demand. 

The nationalized industries, like private trading concerns, 
make forecasts of sales as the foundation for their revenue bud- 
gets. Area electricity and gas boards decide on the output for 
which to budget after looking at current trends in demand, the 
national economic background, local population changes and 
industrial developments, and seasonal fluctuations in tempera- 
tures. In the Central Electricity Generating Board, annual 
Station Loading Estimates are prepared centrally, following dis- 
cussions between Grid Control Centres and Divisions, and 
broken down to give each station a definite load on which to 
base its plans and estimates for the Revenue Budget. These 
annual forecasts of demand are usually a more detailed 
refinement of the longer-range estimates used for planning 
capital development. The electricity supply industry forecasts 
demand at the national level for at least ten to fifteen years 
ahead. 

The nationalized fuel and power industries are monopolies 
with statutory obligations not only to earn sufficient to cover 
their expenditure, ‘ taking one year with another, but also to 
make supplies available to meet consumer requirements. Hence 
their sales estimates tend to be more concerned with measuring 
demand and give rather less consideration than is common in 
private firms to the relative profitability of producing at dif- 
ferent levels of output. A situation more akin to that in com- 
petitive private enterprise occurs in the nationalized airlines, 
which operate against intense international competition and 
have scope for adjusting the routes and frequencies of their 
services to suit their own economic interests. British Overseas 
Airways Corporation base their annual Operational Plan upon 
the Commercial Department's estimates of how many seats 
could be sold on the various routes. This is related to the profit- 
ability of each route, so that in planning the use of marginal 
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capacity regard can be had to the pattern of operations likely 
to produce the best financial result. 

In most publicly-owned trading organizations, however, 
the emphasis is on the obligation to supply the goods and ser- 
vices required, and the demand estimate is near to assuming the 
role of an imposed assignment. An extreme case of this 
occurs in the civil aviation ground services operated by the 
Ministry of Transport and Civil Aviation. These are ultimately 
intended to be self-supporting, but have so far been heavily 
subsidized from general taxation until the traffic can bear the 
full cost. The Ministry's annual Estimates are based on estimates 
of traffic trends supplied by their Economics Section, and may 
include services which the traffic warrants on technical and 
safety grounds, but which would not be economically justified 
by the estimated revenue from charges to airport users. 

Demand is again the overriding limiting factor in other gov- 
ernment services, where the public or other authorities have 
been given a legal right to certain benefits. This leaves little 
room for adjusting expenditure plans short of enacting new 
legislation or defaulting from outstanding obligations. Notable 
examples include National Insurance payments, family allow- 
ances, treatment under the National Health Service, and free or 
subsidized supplies of milk, orange juice and cod liver oil. 
For National Insurance long-term actuarial forecasts are avail- 
able for guidance as to the annual claims for which to budget. 
Otherwise, claims have to be estimated by reference to current 
trends, with allowance for any changes that appear likely in the 
year ahead. 

(6) himited Resources 

The decisive limitation on activities in public authorities is very 
often the resources available. While demand cannot be ignored, 
the level of activity desired by those running or benefiting 
from a particular service frequently has to be scaled down to 
keep within the available money, manpower or supplies. 

Sometimes this limitation is formally expressed by laying 
down a definite financial ceiling within which the budget must 
be contained. A hospital authority has to draw up its Estimates 
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within the Allocation notified by the appropriate Ministry or 
Regional Hospital Board. Local authorities have occasionally 
adopted a practice known as 'rate rationing', whereby each 
spending committee are asked to keep their Estimates within a 
certain figure, expressed as a rate of so many shillings or pence 
in the pound. 

More often, non-trading authorities have to draw up their 
budgets without any definite indication in advance of how much 
expenditure can be approved. Government departments and 
spending committees of local authorities seldom receive more 
than general exhortations to economize or a brief review of 
economic prospects or government or council policy. Their 
budgeting is not restrained by an imposed ceiling, but by their 
own assessment, in the light of past experience and current 
policies, of how much spending is likely to be acceptable to the 
governing body. Ministers' and local spending committees' 
expenditure proposals are thus subtly but powerfully influenced 
by their wider interest, as members of the government or 
Parliament or elected councillors, in restraining their demands 
upon the public from whom the cost of their services must 
ultimately be recouped. 

In trading undertakings too, resources rather than demand 
may be the decisive limiting factor. The National Coal Board 
until 1957 worked on the assumption that they would be able 
to sell as much coal as they could produce. Their revenue budgets 
consequently did not start with an estimate of sales but with 
forecasts of the manpower likely to be available and the output 
there could be achieved with this labour force. 

{c) Standard Costs 

Estimates of the costs of a given programme are also needed for 
deciding what can be done with a given quantity of money. 
Where the demand estimate indicates the output for which to 
budget, the next stage in budgeting is to reckon what this 
should cost. Expenditure is most simply estimated where there 
are already agreed standard costs, stating what each unit of 
output should cost if the undertaking is working as efficiently 
as can reasonably be expected. The standard cost multiplied 
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by the expected demand will then give the desired estimate of 
expenditure for the budget. 

Budgeting based on standard costs does not work quite so 
simply in practice, however, owing to the existence of fixed 
overhead costs that do not vary directly with output. There is 
first the problem of deciding how to spread central changes 
over different services and departments. Then if the standard 
cost is worked out on the assumption that the organization is 
operating to full capacity, the budget must allow for any extra 
overheads that will not be absorbed in the estimates calculated 
from the standard costs if output is expected to be less than that 
attainable at full capacity. The distinction between fixed and 
variable costs creates special problems in the electricity supply 
industry where the impossibility of storing the product means 
that costs of such items as fuel and manpower do not vary 
directly in proportion to output but are inevitably inflated by 
the time that has to be spent standing by or operating at less 
than the optimum capacity. The Generating Board have never- 
theless begun to investigate the possibilities of introducing 
standard costing at their generating stations, with a view to 
building up their annual estimates for Works Costs from this 
basis. 

Other complications in standard costing arise from the need 
to alter the standard costs themselves whenever there is any 
variation in wages and prices, methods of production or external 
circumstances affecting what the operation ought to cost. This 
has presented a great problem for the National Coal Board, who 
have set standard costs for wages and manpower at all their 
collieries. Because conditions vary so greatly, not only from 
pit to pit but within the same pit as mining advances, separate 
standards have to be set for each coal face and must be con- 
stantly revised — ^perhaps several times a year for a single face. 
The Board's ultimate aim is nevertheless to extend standard 
costing to all items of expenditure at collieries and to link these 
standard costs with the annual budgets. 

{d) Standards of Performance 

Another method of ensuring that the budget presupposes a 
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reasonable degree of efficiency is to base the estimates bn 
agreed standards of performance. These, not being expressed 
in financial terms, avoid the problems of spreading overheads 
when output varies and of revision to allow for changes in 
wages and prices. 

Standards of performance, expressed as a ratio between the 
quantities of manpower or materials used and the resulting out- 
put, must first be agreed for each operation. It is then possible 
to calculate the resources needed to produce the output required. 
The final step is to translate these estimates into money at 
current or expected wage rates and prices. 

In the Central Electricity Generating Board estimates for fuel 
costs at power stations are based on the production standard 
known as the 'thermal efficiency’. This is the ratio, expressed 
as a percentage, between the heat energy content in the fuel 
consumed and the heat energy in the electricity sent out from 
the station. The thermal efficiencies used in the budget are 
not the maximum attainable in the most favourable working 
conditions but the best that the stations think they can do in the 
circumstances expected, allowing for time spent standing by or 
operating at less than full capacity. The agreed thermal efficiency 
for each station is used in conjunction with the estimated calo- 
rific value of the fuel to be supplied to calculate the amount of 
fuel needed to meet the estimated demand. This in turn is 
multiplied by the estimated price of fuel to give the fuel cost 
estimate for the Revenue Budget. 

The gas boards have adopted similar methods of budgeting 
from production standards for each gasworks. The main stand- 
ards are the quantities of gas and by-products produced for 
each ton of coal carbonized, and the quantity of other materials 
used for every ton of coal carbonized or every 1,000 cubic feet 
of gas made. Allowance is made for losses in efficiency when 
shortfalls in demand necessitate working at less than optimum 
capacity. The production standards can then be used to estimate 
the amount of fuel and other materials required to meet the 
estimated demand. 

The gas and electricity supply industries use standards of 
performance in budgeting for the largest single element in 
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operating costs — ^namely fuel supplies. This is possible because 
they produce a homogeneous, measurable commodity by pro- 
cesses for which technicians can assess with a high degree of 
accuracy the ratio of input to output that ought to be attainable. 
Many other industries can only apply such standards to a far 
smaller part of their operations. The airways corporations, 
operating a variety of aircraft over routes of varying lengths, 
are unable to set common standards embracing all operations. 
They do, however, set standards wherever possible for indi- 
vidual aircraft types for such items as fuel consumption per hour 
and passenger service costs per 100 miles. They have also 
developed very detailed production standards for repetitive 
engineering operations, and these are used to calculate the 
engineering maintenance items in their annual revenue budgets. 
Similarly, one area electricity board which have found their 
main activities too heterogeneous to set production standards, 
have installed standards for the largely repetitive work of 
testing meters. 

{e) Standards of Needs 

Different kinds of standards are needed in budgeting when 
activities are limited by resources rather than demand. The 
standard is no longer what is needed to produce a certain volume 
of goods or services, but how much the authority can afford to 
spend in answering each claim upon the service. The standard 
establishes a definite ratio between resources and claimants, so 
that funds can be allocated with regard to the demands upon the 
service. 

This technique can only be used where there are large num- 
bers of approximately equal claims on the same service. Local 
education authorities for example usually have several thou- 
sands of children in their schools who need to be supplied with 
books, stationery and other educational materials. For this 
purpose it has become a common practice for education authori- 
ties to fix a certain sum of money per child per annum, known 
as a ‘capitation allowance’, for each kind of supplies, with dif- 
ferent allowances for primary and secondary schools. Capitation 
allowances are set for indefinite periods and revised from time 
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to time as prices or circumstances alter. The annual Estimates 
are calculated by applying the current allowances to the esti- 
mated numbers of children in each school. 

Many Hospital Management Committees use unit costs in 
budgeting for costs of food at hospitals. The amount set aside 
for Provisions in their annual Estimates is not expressed as a 
fixed sum for each hospital, but as the cost per week per person 
fed. This usually has to be varied from hospital to hospital to 
allow for differences in their catering needs. But it means that 
the amount allowed for each hospital is based on an agreed 
standard of service to each person using the facility. 

Another service that lends itself to the 'cost per head' type of 
standard is local authorities' housing repairs and maintenance. 
A uniform rate of expenditure per house per annum can be fixed 
for each main type of house. The allowance is intended as a 
reasonable average for that type of housing, sufficient to pay 
for all essential repairs and a standard of redecoration and main- 
tenance that will keep the property in good condition without 
making over-extravagant demands on either the tenants or the 
ratepayers. The budget can then provide for an annual contri- 
bution to the housing repairs fund equivalent to the allowance 
multiplied by the number of houses of each category. Actual 
expenditure on each house will not be expected to correspond 
to the allowance every year, though it should do so on the 
average over a longer period. 

(/) Cycles of Maintenance Work 

A different form of standard for repairs and maintenance is the 
cycle of work, specifying the intervals at which regularly recur- 
ring jobs should be undertaken. Numerous examples can be 
found in the building and engineering fields. The Ministry of 
Works and many local authorities have cycles for redecorating 
their offices and other public buildings. Any undertaking with 
an appreciable amount of engineering plant usually has rules for 
it to be checked and overhauled at regular intervals. Many such 
cycles are enforced by some higher authority or even by law. 
The coal mining, gas and electricity industries are bound by 
statutory rules to test their plant at prescribed intervals. The 

61 



BUDGETING IN PUBLIC AUTHORITIES 

frequency and extent of aircraft overhauls are not left entirely 
to the discretion of the air corporations as minimum standards 
are laid down by the Air Registration Board. 

When the cycle is enforced by higher authority, the under- 
taking has no option but to budget for the amount of work it 
demands. This is relatively simple for those operations, such as 
aircraft overhauls, where the man hours and equipment employed 
on each check follows a regular pattern. Very often, however, 
it is impossible to predict what will have to be done when the 
plant is overhauled. One piece may need no more than an 
inspection showing all is well while the next may need many 
days of repair work and expensive replacements. 

Another difficulty can arise when a cycle calls for a higher 
standard of maintenance than the authorities are able to carry 
out, owing to shortages of skilled manpower or financial restric- 
tions on their total spending. These would not be allowed to 
hold up overhauls of plant whose breakdown would be dan- 
gerous to health and safety or cause serious disruptions in ser- 
vice to the public. But in other branches of maintenance, such as 
some redecorations of buildings or resurfacing of minor roads 
where the risks of delay are not so great, the original estimates 
based on the maintenance cycles may have to be scaled down to 
suit the exigencies of the current financial situation. 

(g) Programmes of Work 

All the standards described so far can only be applied where 
either the product or the persons served can be measured in 
homogeneous units or where there is a regularly recurring 
pattern of work. Many of the activities of public authorities do 
not fall into either of these categories. Sometimes their output 
can hardly be measured at all. There is no common unit for 
measuring all that is done by the police in maintaining law and 
order or by the Foreign Service in the conduct of diplomatic 
relations. Even when it is possible to measure what has been 
done — ^for instance how much equipment has been purchased or 
how many hospital patients treated — the work may not be 
sufficiently repetitive to set any uniform standards of the re- 
sources or expenditure required. 
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The underlying programme of work on which to base the 
budget must therefore be drawn up in greater detail. Only by 
examining each individual item is it possible to decide whether it 
envisages an efficient and adequate standard of service. The 
concepts of efficiency and adequacy become much more sub- 
jective than in more repetitive activities. The programme of 
work is not derived from predetermined standards but itself 
becomes the main standard by which the actual results will be 
judged. 

Programmes of this kind for repairs and maintenance, major 
purchases and renewals of equipment are familiar in many 
organizations. Sometimes they are derived from maintenance 
cycles, scaled down to conform to current limitations on money 
or resources. Elsewhere they are worked out entirely afresh each 
year, by asking for individual requests before the beginning of 
the year, deciding priorities between them, and arranging them 
in a programme in order of priority up to the limits of the fund, 
manpower or materials available. A margin has to be left for 
urgent unforeseeable needs and for very small items that cannot 
be estimated so far ahead. 

This technique of annual programmes is applied by many 
Hospital Management Committees to their estimates for repairs 
and maintenance of buildings, domestic repairs and renewals, 
and major items of medical and surgical appliances. Local 
authorities use similar repairs and maintenance or purchasing 
programmes, either for individual spending departments or for 
council property as a whole. Repairs and maintenance items for 
all services are sometimes estimated after an annual review of 
all council property by an architect or engineer, who is responsi- 
ble for all repairs and maintenance items in the Estimates subse- 
quently presented to the appropriate committees. Another 
example of programmes for activities of a public works character 
is the surface dressing programmes which local highway authori- 
ties submit to the Ministry of Transport and Civil Aviation in 
support of their grant claims. 

Research is another sphere where expenditure can often be 
budgeted in terms of a programme of approved projects, work 
on which in any year is limited either by a predetermined ceiling 
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on expenditure or by the staff and facilities employed. The 
National Coal Board, for example, base their annual estimates 
for research on co-ordinated programmes of work approved 
by the Board after a broad review of the volume of research 
undertaken and of priorities between projects. These are issues 
on which it is difficult to fix any objective criteria owing to the 
essentially non-repetitive character of the work, the uncertainty 
as to the outcome of any project, and the fact that a desirable 
level of activity cannot be directly related to current demand. 
The problem is especially great as regards the big research pro- 
jects carried on by non-trading public authorities, whose 
ultimate benefits, if successful, cannot be measured in terms of 
the economic advantage to the authority undertaking the 
investigation. 

Even where specific programmes are not established, the 
absence of other criteria of needs or efficiency necessitates a 
more detailed review of requirements before budgeting. This 
explains why the amount of detail in a budget sometimes ap- 
pears to be in inverse proportion to the amount of money in- 
volved. A local authority spending a few hundred thousand 
pounds may well produce a much more voluminous budget 
document than a nationalized board spending tens of millions. 

(h) Staff Complements or Establishments 

One very important part of any programme of work is the 
numbers and grades of staff to be employed. This is especially 
significant in non-trading public authorities, where employees’ 
remuneration frequently accounts for over half and sometimes 
as much as two-thirds of all current expenditure — a much higher 
proportion than in most commercial undertakings who usually 
spend more on materials and capital charges. 

Agreed standards of staffing fall into two categories. Where 
there are many employees engaged in similar work, it is possible 
to fix staffing ratios relating the numbers required to the 
amount of work. Local education authorities, for example, have 
staffing ratios prescribing the number of children per teacher 
for each type of school. Government departments with many 
local offices doing highly repetitive work, like the Post Office, 
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the Ministry of Labour and National Service and the Ministry 
of Pensions and National Insurance, frequently have staffing 
standards relating the personnel required to the number of cases 
handled at each office. 

Over a wide field, however, staffing needs can be assessed only 
by a detailed survey of the requirements of each department and 
service. The agreed standards then take the form of schedules, 
commonly known as 'establishments' or 'complements', setting 
out the numbers and grades of personnel desirable for each func- 
tion. Detailed supervision of these staffing standards is often 
entrusted to specialist personnel officers or departments, whose 
wide experience of staffing questions is thought likely to be 
more helpful in determining true needs than any attempt to 
measure work and costs. In government departments, provisions 
for staff are not the concern of the Finance Divisions who handle 
other matters relating to expenditure and the Estimates, but of 
special Establishments Divisions who deal directly with the 
Establishments Division of the Treasury on staffing matters. 

The annual budget for staff depends on the number and 
grades employed and their rates of pay. The latter are usually 
determined by negotiations and awards outside the control of 
those preparing the estimates. The number for which to budget 
must be consistent with the agreed staffing ratios or establish- 
ments. But the budget must be based on the numbers actually 
likely to be in employment during the year. Allowance must 
therefore be made for difficulties in recruiting and retaining the 
numbers indicated by the approved ratios or establishments. 
This is especially important where establishments are well 
above the numbers likely to be available, as in the case of 
scientists in the Civil Service, or nurses and domestic workers 
in the hospital service. 

(z) Fixed Charges 

Some items in the revenue budget cannot be deliberately ad- 
justed on a year-to-year basis. The most immutable are capital 
charges — interest and depreciation or loan repayments — which 
represent obligations already incurred in respect of capital 
investment in previous periods. These do not arise in the annual 
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Estimates of government departments or of hospital authorities. 
But loan charges are a substantial item in local authorities' 
Estimates, especially for such heavily capitalized services as 
housing and education. They are also a heavy expense in the 
nationalized industries which, unlike private businesses, have no 
equity capital and must pay interest at fixed rates on all their 
borrowed capital. Other largely uncontrollable items in the 
revenue budget include rent and rates, insurance premiums, and 
subscriptions to other organizations. 

The uncontrollable nature of these expenses has resulted in 
their being excluded from some budgets intended as yardsticks 
of efficiency, such as electricity Generation Divisions' Revenue 
Budgets or the Revenue Expenditure Budgets of area electricity 
boards. To be a forecast or a plan of total spending, however, 
the budget must include all the fixed charges. They may be 
shown in a special section of the budget document to distinguish 
their unalterable character and make clear that little can be 
done at budget time to alter the proposed expenditure. 

THE FORM OF THE BUDGET 

The form of the budget has a marked effect on how it is pre- 
pared, how it is appraised before approval, and how after ap- 
proval it can be used to apportion responsibility for revenues 
and expenditure. The supreme governing body who approve 
the budget will ultimately determine the form in which it is 
presented and approved, and what supplementary reports and 
statements should accompany it. The analysis of revenue and 
expenditure usually follows ffie same pattern from year to year 
without major changes, although constant minor modifications 
have to be made as new items have to be provided for and 
former items disappear. 

The analysis of items in the budget generally corresponds 
with that used in the main accounts of the authority. This en- 
ables statements of actual results for comparison with the budget 
to be prepared from the ordinary accounting records, without 
special analyses and reallocations solely for purposes of budget- 
ary control. It also assists in the preparation of estimates by 
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enabling reference to be made to the latest actual results under 
the same headings. 

The Central Government 

The central government's Estimates for Supply Services are 
arranged in Votes, each of which is the responsibility of a named 
department or officer. In the Estimates presented to Parliament, 
each Vote is set out in three Parts. Part I states the orbit of the 
services covered by the Vote and the net amount to be voted 
for the year; Part II the Subheads against which it will be 
accounted for by the responsible officer; and Part III further 
details of the main Subheads in Part II. The Estimates for the 
defence departments, apart from the Ministry of Defence, also 
include a special Vote, known as 'Vote A', stating the maximum 
authorized number of uniformed members in each of the three 
services. 

For the civil and revenue departments there were 144 Votes 
in 1958 - 59 . These were grouped into ten Classes corresponding 
to the functions they cover, such as Commonwealth and For- 
eign; Education and Broadcasting; Health, Housing and Local 
Government; or Trade, Labour and Supply. The Votes within 
these Classes are designated for particular departments or ser- 
vices. Some departments, such as the Ministry of Education, 
have a single Vote for all their functions. Others have separate 
Votes for some of their major services and a general Vote, 
usually designated by the name of the department, for all other 
expenses including the remuneration of nearly all non-industrial 
civil servants irrespective of whether they are employed on 
services for which there is a special Vote. Thus there is a general 
Vote for the Ministry of Health and a separate Vote for the 
National Health Service in England and Wales for which the 
Ministry is also accountable. The Subheads within each Vote 
may be concerned with the items of expense incurred, such as 
wages and salaries or purchases of stores, or with expenditure 
on particular functions not in themselves of sufficient magnitude 
to warrant special Subheads. The details in Part III include 
further particulars of numbers and grades of staff, lists of 
projects undertaken and so on. 
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The Home Office Votes provide an illustration of how the 
Estimates are analysed. They comprise six Votes in Class III, 
'Home Department, Law and Justice'. The first of these, the 
'Home Office' Vote, is divided into fourteen Subheads as 
follows: 

General Administration 

A. 1 Salaries, etc. 

A. 2 Travelling and Incidental Expenses 

A.S Telegraph and Telephone Services 

A. 4 Purchase and Maintenance of Vehicles 

Probation of Offenders, etc. 

B. l Grants towards the expenses of Probation 

B.2 Probation Hostels and Homes 

B.3 Attendance Centres 

B. 4 Expenses of Research 

C. Grants towards expenses of Magistrates' Courts 

D. Grants towards expenses of School Crossing Patrols 

E. Marriage Guidance (grants-in-aid) 

F. Anglo-Egyptian Resettlement Board (Registered Trus- 
tees) (grants-in-aid) 

G. Other Services 

Z. Appropriations-in-Aid (i.e. revenue directly accruing to 
the service) 

The other five Votes provide respectively for civil defence, 
police, child care, fire services and licensed premises in the 
Carlisle State Management District: 

The published Estimates appear first in a series of separate 
volumes — one for each Class of Civil Estimates, one for the 
revenue departments, and one for each of the defence depart- 
ments. There is also an omnibus edition of all the civil and 
revenue departments' Estimates in a single volume, with indices 
and introductory memoranda. Altogether the Estimates cover 
about 2,000 printed pages. For 1958-59 the civil Estimates and 
Estimates for revenue departments occupied 1,312 pages and 
the Estimates for defence departments 748 pages. The greater 
part of these were taken up with the details in Part III of the 
Votes. Parliament does not, however, approve each of these 
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items separately. What it approves, in the annual Appropriation 
Act, is the total amount provided under each Vote, without 
specifying the Subheads and items to which it shall be devoted. 
This contrasts with the practice in many continental countries 
where the legislature approves the budget in much greater 
detail, and authorizes expenditure in terms of individual items 
of expense, such as salaries and wages, purchases and grants, 
rather than the total cost of a service or department. 

In the United States much more attention has recently been 
given to presenting the budget as an estimate of the costs of 
different services. The Federal Government, together with 
many states and municipalities, have introduced the concept of 
'performance budgeting', in which estimates are classified en- 
tirely by functions, activities and projects as opposed to expense 
items such as personal services, equipment and supplies. In a 
performance budget, the analysis by functions would be carried 
out in much greater detail than in the British Votes and Sub- 
heads and the last degree of detail would still be expressed in 
terms of functions and not in expense items such as salaries and 
wages or supplies. Moreover each heading would have to show 
the estimated total cost of the function, whereas the British 
functional headings exclude certain relevant expenses such as 
administrative salaries and wages and the cost of common ser- 
vices rendered by other departments. They are also estimated 
on a cash basis, which prevents their showing the precise cost 
of any function during a particular year owing to the inclusion 
of capital items and carry-over payments from previous periods. 

In Britain, current policy is not to alter the traditional pattern 
of Votes and Subheads but to make the Estimates more informa- 
tive in other ways. It has long been customary to show the 
previous year's Estimate for each Subhead and for many items of 
detail. A more recent innovation has been to append to each 
Vote notional figures for total expenditure in connection with 
the service or services, including that borne on other Votes, 
and an estimate of the total receipts in connection with the 
service. As Parliament concentrates on issues of general policy 
arising from the Estimates and does not attempt to review 
expenditure proposals in the same detail as Congress, it has not 
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felt the same need for more precise analyses of costs and func- 
tions such as performance budgeting is intended to provide. 
Further information necessary for a proper appraisal of the 
Estimates is published in other papers presented to Parliament. 
The annual white paper on defence reviews the policy under- 
lying the defence department's Votes. When the Ministry of 
Education presented very large Estimates including grants to 
local education authorities they produced an annual White 
Paper on their Estimates explaining the activities they were 
intended to finance and the assumptions on which they had 
been calculated. The Minister of Housing and Local Govern- 
ment is now committed to present regular White Papers on the 
general grant, which from 1959-60 replaces the main education 
and other specific grants to local authorities. On another plane, 
the wider economic issues underlying the national Budget, 
above and below 'the line', are set out in the annual Economic 
Survey published shortly before Budget Day. Supporting data 
on general economic trends are supplied in the annual statistics 
of National Income and Expenditure. 

Local Authorities 

Local authority budgets very often set out extremely detailed 
analyses of proposed expenditure. Being on the average much 
smaller than other public authorities, they tend to seek a greater 
degree of precision in their estimates and to make separate pro- 
visions for outlays which larger authorities would leave to be 
met from lump sums voted under more generalized headings. 
Detailed budgeting is also encouraged by the great diversity of 
services and by the absence, in many of these, of any kind of 
standard costs or standards of needs or performance which could 
provide short cuts to estimating the expenditure necessary or 
desirable. Annual estimates for local authority trading services, 
where net earnings provide the main financial criterion of suc- 
cess, are usually prepared in much less detail than the Rate 
Estimates. Some authorities indeed have no budgets at all for 
their trading services, and in some others they are purely in- 
ternal memoranda for the trading department and are not 
published or approved by the council. 
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The form of the Rate Estimates varies greatly between 
authorities. Some influence towards uniformity has been exerted 
by a standard form of local authority accounts recommended by 
the Institute of Municipal Treasurers and Accountants although 
this is by no means universally adopted.^ It provides for up to 
six degrees of detail, as illustrated below: 

Service e.g. Health 

Divisions of Service e.g. Care of Mothers and Young 

Children 

Sub-divisions of Service e.g. Clinics and Centres 

Expense groupings e.g. Employees 

Running expenses 

Sub-groups of running 

expenses e.g. Premises 

Detail heads e.g. Salaries and Wages 

Repairs and Maintenance of 
Buildings 

The first three headings are thus concerned with total costs of 
functions, departments or establishments. The second three are 
mainly designed to show the expenses incurred in the exercise 
of those functions — the emphasis is on the goods and services 
purchased rather than on what is accomplished with them. Very 
often council approval of the Rate Estimates is considered as 
separate approval of each detail head. Sometimes, however, it is 
reckoned as approval of the main headings — equivalent to ser- 
vice sub-divisions or expense groupings only, whilst the rest of 
the analysis is treated as supporting justification for the figures 
to be approved. 

The complete set of Rate Estimates is published as a bound 
booklet which in larger and medium sized authorities often runs 
to several hundred pages. In 1957-58 one county borough with 
an estimated net rate borne expenditure of £S • 85 million had 
252 pages of Rate Estimates and in another, where the corre- 
sponding expenditure was ^880,000, the Rate Estimates ran 
to ninety-eight pages. To assist in appraising this mass of 
figures, supporting information on the scope of the service and 

^ The Form of Published Accounts of Local Authorities ( 1955). 
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changes from previous years is increasingly being provided in 
the form of statistical statements or explanatory memoranda 
published with the Estimates or circulated separately to the 
councillors who have to consider the Estimates in draft. Some 
other authorities prefer to leave all explanations to be dealt 
with in oral statements or answers to members' questions at 
council and committee meetings. Almost invariably, however, 
the printed Estimates show the corresponding Estimate and the 
probable actual expenditure on each item in the preceding year, 
since comparisons with the previous year's figures are for most 
services the main yardstick by which the new Estimates are judged. 

The Hospital Service 

Hospital authorities' budgets follow the form prescribed by the 
health departments. Regional Hospital Boards must submit their 
Estimates under seven main headings. Two cover special func- 
tions — ^mass radiography and the blood transfusion services, 
one is for expenses of hospital management committees, and 
the other four cover their own expenses on central administra- 
tion; remuneration of consultants, senior medical and dental 
officers and registrars; contractual arrangements; and other 
miscellaneous items. 

For Hospital Management Committees the Ministry pre- 
scribes the following subheads: 

A. Central Administration Expenses of the Committee. 

B. Hospital Maintenance: 

1, Salaries and Wages (further analysed by type of staff). 

£. Provisions. 

5. Uniforms and clothing. 

4. Drugs, dressings, medical and surgical appliances and 
equipment. 

5. Fuel, light, power, water and laundry. 

6. Maintenance of buildings, plant and grounds. 

7. Domestic repairs, renewals and replacements. 

8. Other hospital expenditure. 

9. Direct credits. 

C. Other Expenditure. 
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Many committees break down these expense groupings further 
for their own use, splitting up the items in composite Subheads 
like B4 and B5, and listing individual jobs and purchases under 
B6 and B7. In Groups of more than one hospital separate esti- 
mates are often prepared for each hospital in respect of the 
items under its direct control. In time it is also hoped to begin 
separate budgeting for each hospital department — in-patients, 
out-patients, physiotherapy and so on. 

The Nationalized Industries 

In the nationalized industries, the form of the revenue budget 
has been influenced much more by commercial methods than by 
those of non-trading public authorities. Thus they give more 
attention to the net financial results of trading activities and to 
unit costs, production standards or other indices of operational 
efficiency reflected in the budget. Comparisons with previous 
year's figures and detailed enumerations of expense items are 
less prominent than in the budgets of non-trading undertakings. 
This commercial approach makes the budget document much 
briefer in relation to the total expenditure involved. The ten- 
dency is for higher management to approve the budget under 
broad headings corresponding to particular functions or depart- 
ments, without prescribing all the items of expenditure to be 
incurred by the officers responsible for that branch of operations. 
These details may be asked for in supporting schedules accom- 
panying the budget but they are not approved as part of the 
budget itself. 

In the National Coal Board, each Area and Division is asked 
for Forecasts of Financial Results for collieries and for each 
ancillary activity separately. Colliery figures are expressed not 
only in total but as a unit cost per ton of saleable output. There 
are also budgets for Divisional, Area and headquarters depart- 
ments' administrative expenditure and for the expenditure of all 
training centres, pithead baths, medical centres and area labora- 
tories. Individual budgets are prepared for each establishment 
and, where possible, are expressed in unit as well as aggregate 
costs. Pithead baths, for example, show expenditure per pair 
of lockers, and training centres expenditure per trainee shift. 
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Each Budget or Forecast, as presented to the Board, can usually 
be compressed into a single sheet. Further explanations have to 
be given on schedules for use by headquarters in appraising the 
budgets, and the results of this review are summarized in 
covering reports to the Board. 

The same emphasis on standards and financial results is found 
in the budgets of other nationalized industries. Those for gas 
production and electricity generation show the production stand- 
ards and calorific values assumed in estimating fuel costs. 
Those for civil aviation show the cost per capacity ton-mile and 
the profit or loss on each route. All these industries also en- 
deavour to pinpoint the individuals responsible for each item of 
revenue and expenditure. The gas and electricity boards call for 
separate budgets for their regional sub-divisions, analysed under 
broad functional headings such as Works Costs, Distribution 
and Consumer Service. In civil aviation, where there is much 
less regional decentralization, the main analysis is by depart- 
ments and functions — Operations, Engineering and so on — 
and by the different routes operated. 

CONCLUSION 

( 1 ) A revenue budget has a multiplicity of uses — for forecasting 
income and expenditure, as a plan of activity, as a basis for 
policy-making and in setting standards of efficiency. These 
purposes should not be regarded as mutually exclusive, 
although estimates prepared for one purpose may some- 
times require modification before they can be used for others. 

(2) The financial estimates must be related to the underlying 
assumptions as to the demands on the service, the resources 
available, agreed standards of needs or efficiency, staff 
complements, cycles of recurring maintenance work, and 
detailed lists of non-recurrent maintenance jobs or purchases. 

(s) The budget should be presented in a form which makes 
these underlying assumptions apparent, in order that they 
can be properly understood by those who examine or 
approve the estimates or use them as a standard by which 
to judge the actual results. 
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CHAPTER IV 


THE REVENUE BUDGET: PREPARATION 


LEGISLATION and internal regulations usually play some part 
in setting the framework of budgetary procedure. But the 
method of preparing a budget can never be entirely reduced to 
a written code. Much will always depend on the uncodified 
working relationships between those concerned in drawing up 
or adopting the budget document. Three principal stages in 
budget preparation can generally be distinguished. First, initial 
estimates are drawn up for each part of the organization. Sec- 
ondly, these are brought together and where necessary revised 
to produce a complete draft budget for the whole undertaking. 
Finally, the draft budget is submitted to the supreme governing 
body — be it Parliament, an elected council or an appointed 
board — who alone have power to give it final approval. This 
chapter will describe how these processes are handled in dif- 
ferent types of public authority in Great Britain. 

THE CENTRAL GOVERNMENT 

In the central government of Great Britain, the three stages of 
budget preparation may be briefly described as: 

( 1 ) The preparation of Estimates in the departments, which 
may start as much as twelve months before the beginning 
of the 3 ^ear to which they relate. 

(2) The assembly of departmental Estimates by the Treas- 
ury, their consideration by the Cabinet, and the govern- 
ment's decisions as to how to raise the necessary revenue 
— ^lasting roughly from December to March. 

(S) The examination of the Budget Proposals by Parliament 
and its approval of the Estimates and proposals for 
raising revenue, extending from February till late July 
or early August. 
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Budget Preparation in the Departments 

On October 1 each year the Treasury sends its annual Estimates 
Circular to all departments asking them to submit Estimates of 
their expenditure on Supply Services in the coming financial 
year not later than December 1 . Budget preparation in the depart- 
ments often begins long before this, in order to allow time for 
examining requirements and adjusting them where necessary to 
produce Estimates which appear realistic in the circumstances 
and likely to be acceptable to the Treasury and the Cabinet. 

Departments rendering direct services to the public or other 
departments have to start by estimating in some detail what 
goods and services they require. They therefore tend to begin 
budgeting earlier than those mainly concerned with grants to 
other bodies or with raising revenue. The Ministry of Works, 
for example, writes to other government departments in April 
asking what accommodation and supplies they will need in the 
following financial year. Requests for works and accommodation 
services have to be made by the end of June and for furniture 
and supplies by the middle of August. The Ministry's pro- 
fessional and technical staffs then decide whether, and if so by 
what means, they can meet these requests and what they are 
likely to cost. By October, their initial Estimates should have 
been passed on to the Ministry's administrative divisions, who 
examine their cost and consistency with the general policies and 
standards of accommodation already laid down in the depart- 
ment. They are then considered by the Finance Division, where 
there is usually considerable pruning of marginal items to bring 
the totals nearer to what is thought likely to prove acceptable. 
The figures eventually submitted to the Treasury are worked 
out at a series of top level meetings where the heads of the 
administrative divisions and the Finance Division are called 
upon to explain their proposals. These meetings are completed 
before the end of November, and the draft Estimates approved 
by the permanent secretary and the minister for submission to 
the Treasury on December 1. 

The Post Office is another early starter in preparing its Esti- 
mates, because of the time required to assemble a unified budget 
for a very large and highly decentralized organization. Great 
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importance is attached to the principle that the Estimates should 
be prepared, as far as possible, by the people who will be spend- 
ing the money. The process starts in April or May of the previ- 
ous financial year, when Headquarters send out a circular stating 
the assumptions as to traffic, costs and general policy upon which 
the Estimates are to be based. The 466 Head Post Office Dis- 
tricts and fifty-eight Telephone Areas are asked to provide the 
initial Estimates for all the activities within their control. Head 
Post Office Districts draw up their Estimates in non-financial 
terms, stating the numbers and grades of employees and the 
amount of overtime required. They are usually discussed in- 
formally with Regional headquarters before they are finalized, 
so that little further revision is needed after they reach the ten 
Regional Offices where they are translated into money terms 
and summarized for Headquarters. Telephone Areas' Estimates 
are largely for engineering work calculated from agreed stand- 
ards or programmes. The Regional Offices assemble and sum- 
marize the District and Area Estimates and the Estimates of 
their own expenses, all of which have to be submitted to 
headquarters in September. 

At Post Office Headquarters, the Estimates are reviewed by 
committees composed of the heads of the interested depart- 
ments. Special attention is paid to such matters as their con- 
sistency with national traffic trends and the ratio between traffic 
and numbers employed. At this stage also, the summarized 
cash Estimates are translated into a Commercial Account Fore- 
cast. This enables top management to consider the probable 
relationship between costs and earnings in the Commercial 
Accounts, before they approve the detailed Cash Estimates for 
transm\ssion to the Treasury. 

Since the Post Office is a trading department, it plans its 
services to meet the expected traffic. If this results in a deficit 
on the Commercial Account forecast it will seek to bridge the 
gap by altering its charges. The aim in pruning its Estimates 
for current expenditure is not therefore to bring them down to 
what the Treasury is likely to allow but to seek to render the 
services needed as economically as possible. 

Another government trading undertaking basing its budget- 
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ing on estimates of demand is the civil aviation ground services 
operated by the Ministry of Transport and Civil Aviation. 
These are not at the moment expected to earn sufficient to cover 
their costs. The Ministry works on the assumption that it must 
cater for all the traffic likely to offer itself at the prevailing or 
prospective level of charges, and then calculates the cost of 
providing the necessary facilities. Estimating begins in the 
early summer in the Ministry's regional Divisions. Airports 
are not usually asked for financial Estimates, but Divisions 
confer with airport commandants as to their requirements of 
manpower and supplies. 

Some non-trading government departments also find that their 
expenditure is largely dictated by public demand and cannot be de- 
liberately adj us ted without maj or alterations in government policy, 
generally involving new legislation. Thus, for pensions, family 
allowances and Exchequer contributions to the National Insur- 
ance funds, the Ministry of Pensions and National Insurance 
estimates on the basis of current rates of benefit and contribu- 
tions, as laid down by legislation, statistics of numbers of con- 
tributors and beneficiaries, and trends of unemployment, the 
birth rate and other relevant factors. The Estimates are drawn 
up after consultation with the Government Actuary and the 
other departments concerned. 

Other methods of preparing Estimates are called for in depart- 
ments whose expenditure consists mainly of grants to local 
authorities. The Local Government Act, 1958, introduced a 
general grant to replace most of the grants for specific services. 
Previously the Ministries of Education and Health, among 
others, were paying large sums to local authorities in grants 
calculated as a fixed percentage of their annual expenditure on 
recognized services. In order to prepare their own Estimates, 
the ministries asked the local authorities for annual forecasts of 
their expenditure to be submitted in September or October of 
the previous year. To prepare the ministries' own cash Esti- 
mates, these forecasts were then aggregated, converted from an 
income and expenditure to a cash basis, and adjusted where 
necessary to correspond with the Ministry's own broader 
assessment of national expenditure trends. 
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Different arrangements have been adopted for estimating 
grants to local highway authorities. The Ministry of Transport 
and Civil Aviation does not automatically pay grants in respect 
of all their expenditure for recognized purposes, but tells them 
shortly before the beginning of each financial year how much 
it is prepared to approve for grants in the year. Estimate 
preparation begins by asking local authorities for forecasts of 
expenditure in the coming year. These are transmitted through 
one of the Ministry's Divisional Engineers who adjusts local 
authorities' forecasts to counteract any disparities in their 
standards of what is required. They may also be asked to give 
the Ministry alternative sets of forecasts, based, for instance, on 
optimistic, pessimistic and realistic assessments of the total 
amount of money available. Ministry headquarters make further 
adjustments to iron out disparities between Divisions and to 
bring the total Estimate into line with what the Treasury is 
likely to allow. By this time the Treasury has often given some 
indication of the total level of spending likely to be approved, 
so that they can revise their figures before they are formally 
submitted to the Treasury. 

While the departments are completing their Estimates for 
Supply Services, estimates have also to be made for the other 
components of the Budget, above and below 'the line'. The 
revenue departments prepare estimates of Exchequer receipts, 
first on the basis of existing levels of taxation and later to show 
the effects of any changes that may be under consideration. The 
Treasury estimates the cost of Consolidated Fund charges and 
also the debt charges and 'below the line' items. They also 
make a general survey of trends and prospects over the national 
economy as a whole, in order that the budget proposals can be 
considered in the light of their wider economic implications. 

Treasury and Cabinet Scrutiny 

As all these estimates are brought together by the Treasury, it 
becomes possible for the government to re-examine its economic 
and financial policies and to review the detailed revenue and 
expenditure proposals against this broader background. Esti- 
mates for Supply Services are reviewed by the Supply Divisions 
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of the Treasury, who hold a series of meetings with senior 
officials of the spending departments, who are called upon to 
explain and justify their proposals. Considerable modification 
may be made in the Estimates at this stage. The scope for 
reductions varies from service to service. Works services, for 
example, may be curtailed without amending legislation, where- 
as family allowances, health services and insurance benefits 
represent statutory commitments to any qualified to benefit. 
Net expenditure on the latter may nevertheless be the easier to 
alter according to the degree of national stringency, as the 
government may decide to raise the level of contributions. 
Expenditure on activities carried out directly by government 
departments is often more easily regulated than grants and 
subsidies dependent on the activities of bodies not controlled in 
detail by the government. Again, the Treasury may feel that 
some departments have estimated their needs on a more gen- 
erous scale than others, and should therefore be asked to prune 
their figures more stringently. Spending departments may also 
take the opportunity to revise their Estimates after submission 
to the Treasury if later information causes them to alter the 
assumptions as to prices, demand or other circumstances on 
which their earlier figures were based. 

While the Treasury are examining the details of depart- 
mental Estimates in the light of broader government policies, 
the Cabinet themselves begin to examine the Estimates and any 
major issues to which they give rise. Revenue proposals and 
general economic prospects are also considered at this point. 

The Estimates remain open to revision until mid-February, 
when the government has to seek parliamentary authorization 
to incur expenditure in the new financial year. Approval of 
expenditure on Supply Services cannot be carried forward from 
one year to another. As the time-table does not allow Parlia- 
ment to consider and approve all the Estimates before the year 
begins, provisional approval to spend is given by means of a 
Vote on Account. For this purpose the Treasury prepares and 
lays before Parliament each February a statement showing the 
total net Estimate for the year on each Vote and the amount 
required to carry on the service until the full procedure for the 
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grant of supply has been completed, usually four or five months 
after the beginning of the year. Expenditure is then authorized 

by a resolution *That a sum not exceeding ^ be granted 

to Her Majesty on Account for or towards defraying the charges 
for the year ending on the 3 1st day of March A Con- 

solidated Fund Act is then passed before April 1 to provide 
for the issue from the Exchequer of money to meet this ex- 
penditure. 

The defence departments are not covered by the Vote on 
Account. As they have special facilities for transferring funds 
temporarily between Votes, a selection of their Votes is passed 
before the beginning of the year and all expenditure is financed 
by temporary transfers from these until the remainder of their 
Estimates have been approved. 

The Vote on Account only provides for services on which 
Parliament has already authorized expenditure in previous 
years. Expenditure cannot be incurred on any new service, 
even though provided for in the Estimates, until the Vote 
making provision for it has been passed by the House. Only in 
cases of special urgency can a special procedure be invoked to 
obtain Treasury authority to start a new service with money 
from the Vote on Account. 

Once the Vote on Account is published, the Vote totals in the 
Estimates cannot be altered. The full Estimates are not usually 
published until later. They appear in Classes as they are ready, 
usually before the end of March. The Financial Secretary's 
Memorandum on the civil and revenue Estimates, which nowa- 
days consists of tables summarizing various aspects of the Esti- 
mates appears before the Chancellor of the Exchequer presents 
his complete budgetproposals to Parliament in the middle of April. 

Parliamentary Procedure on the Budget 

'Budget Day' is the great occasion in Parliament's annual cycle 
of financial business. This is when the Chancellor of the Ex- 
chequer makes his Budget Speech to the House of Commons, 
sitting as the Committee of Ways and Means. Nowadays he 
usually speaks for some one and a half to two hours, although 
before World War II much longer speeches, lasting three or 
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four hours, were more usual. The Budget Speech begins with a 
review of the national economy and government revenue and 
expenditure in the previous year and goes on to review pros- 
pects for the year then beginning and to explain his proposals 
for raising the necessary revenue. The proposed tax changes are 
always the most eagerly awaited part of the Budget Speech 
because of their direct impact on the public and the fact they have 
hitherto been a closely guarded secret known only to the 
Chancellor and his closest colleagues and advisers. The Chan- 
cellor's Speech, however, outlines the whole scheme of govern- 
ment finance for the year, including both 'above the line' and 
'below the line' items and the economic policies on which the 
estimates are founded. The annual Financial Statement, pub- 
lished on Budget Day, gives a brief summary of Exchequer 
issues and receipts and related figures for the past and current 
year, showing the effects of changes introduced by the Budget. 

The House of Commons sets up two special Committees each 
session to deal with financial business — ^the Committee of Sup- 
ply to consider the Estimates for Supply Services and the Com- 
mittee of Ways and Means to consider proposals for raising 
revenue and issues from the Exchequer to cover the expenses 
approved by the Committee of Supply. Both these Committees 
are Committees of the whole House. Members sit as a com- 
mittee, under a chairman instead of the Speaker, in order to be 
able to debate more informally and speak more than once on 
a motion. All resolutions of both Committees have to be 
reported to and agreed by the House itself. 

On Budget Day the Chancellor makes his Speech in the 
Committee of Ways and Means. Immediately he finishes speak- 
ing, Budget Resolutions are moved to give effect to the pro- 
posed taxation. These are passed at once without debate so as 
to leave no opportunity to forestall any tax changes. By the 
Provisional Collection of Taxes Act, 1913 , taxes authorized by 
Budget Resolutions have statutory effect up to four months. 
Before this period expires, they are confirmed by statute in the 
Finance Act which re-enacts the income tax and other taxes 
imposed annually and authorizes all changes in existing forms 
and levels of taxation. 
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After the Budget Resolutions are passed, there is a general 
debate in Committee of Ways and Means. This lasts several 
days and extends over the whole range of economic and finan- 
cial policy reflected in the Budget. Further opportunities to 
discuss the revenue measures arise in the debates on the Second 
Reading, Committee, Report and Third Reading stages of the 
Finance Bill. In 1957 this was debated in the Commons on 
fourteen days between May 7 and July 19, on eleven of which it 
was considered clause by clause by acommittee of the Whole House. 

Of the expenditure proposals in the Budget, Parliament has 
already authorized the Consolidated Fund charges and "below 
the line' items by permanent legislation. For Supply Services, 
however, expenditure is only authorized for a year at a time, 
on the basis of the annual Estimates. These are considered by 
the Commons in Committee of Supply. Under the Standing 
Orders of the House, twenty-six Supply Days are reserved each 
session for discussion of the Estimates and related business. The 
Vote on Account occupies one Supply Day, when it is customary 
to have a general debate on the services covered by one or 
more related Votes in a Class which has already been published. 
Four more Supply Days are devoted to debates on the motion to 
go into Committee of Supply to consider the Army, Navy, Air 
and Civil Estimates respectively. These debates are always initi- 
ated by a private member, selected by ballot, and may cover any 
topic related to the group of Estimates in question. On the 
remaining Supply Days, the debate must be on a particular 
Vote or group of Votes, the choice of which traditionally rests 
with the Opposition. All Votes not approved in the course of 
these debates are put to the vote without debate on the last of 
the allotted Supply Days, which must be taken before August 5. 
The Committee of Ways and Means then approves the issue 
of money from the Exchequer to meet the approved expendi- 
tures. Finally, before adjourning for the summer recess. Parlia- 
ment gives statutory force to the Committees' resolutions in 
passing a Consolidated Fund Bill. This is known as the annual 
"Appropriation Act' since it not merely authorizes issues from 
the Exchequer but also "appropriates' definite sums for particu- 
lar services. This is done by setting out in a schedule to the Act 
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the description of the purposes of each Vote, as given in the 
approved Estimates, and the total expenditure thereon approved 
by the Committee of Supply. 

All Consolidated Fund Bills and most Finance Bills are con- 
sidered to be 'money bills', as defined by the Parliament Act, 
1911 . As such, they cannot be amended by the House of Lords 
but become law one month after being passed by the Commons, 
whether or not they have been passed by the Lords. Thus, while 
the House of Lords always debate the Budget Proposals, they 
have been for all practical purposes deprived of power to affect 
the legislation which gives them statutory authority. 

The assumption underlying parliamentary proceedings on the 
Budget proposals is that they are an expression of government 
policy. It is a long standing convention that only ministers can 
propose new expenditure or taxation. From the beginning of 
the eighteenth century, the Commons' Standing Orders have 
laid down 'That this House will receive no petition for any sum 
relating to public service — unless recommended by the Crown'. 
An individual member of Parliament cannot propose an addition 
to the Budget as a means of trying to force the government to 
take up a project in which he may be interested. It is always 
open to him to propose a reduction in the Estimates for Supply 
Services, but in practice this is done to provide an opportunity 
for general debate on government policy, rather than to press 
for specific cuts in spending. Motions to reduce Estimates are 
often withdrawn without being put to the vote, although the 
opposition sometimes insist on a division to drive home their 
indignation. Thus Parliament's control over the government's 
finances rests upon its power to force the resignation of a gov- 
ernment of whose proposals it disapproves. As the present two- 
party system has made a government defeat on a major issue in 
the House of Commons an extremely remote possibility, the 
Finance and Appropriation Acts normally incorporate the gov- 
ernment's proposals exactly as presented in the Budget and 
Estimates, except in so far as the Chancellor may make some 
slight modifications in his tax proposals or the government 
finds it necessary to revise the Estimates originally presented 
to Parliament. 
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The budgetary procedure of the House of Commons has conse- 
quently not been designed to provide for a searching examina- 
tion of individual items in the Estimates by the members 
themselves. Unlike the legislatures of many other countries, 
Parliament has never adopted the practice of detailed scrutiny 
by committees composed of a small selection of its members, 
with power to interrogate ministers and officials on their pro- 
posals and to recommend increases or reductions to the House. 
In Britain, Estimates are considered only by a Committee of the 
Whole House. There are only two qualifications to this rule, 
neither of which upsets the basic principle. The first is the prac- 
tice whereby since the Second World War the Estimates for 
Scottish services have been debated in the Scottish Standing 
Committee, which comprises all members for Scottish con- 
stituencies and a number of other members of the House. The 
Estimates so debated have still, however, to be approved by the 
Committee of Supply in the usual way. 

The other small committee concerned with the Estimates is 
the Select Committee on Estimates of the House of Commons. 
This has been appointed each session since 1912-lS, except in 
wartime. It now consists of thirty-six members who are given 
power 

"to examine such of the Estimates presented to this House as 
may seem fit to the Committee and to report what, if any, 
economies consistent with the policy implied in those Esti- 
mates may be effected therein, and to suggest the form in 
which the Estimates shall be presented for examination'. 

Unlike parliamentary committees in other countries, who 
consider estimates before they are passed, the Select Committee 
do practically all their work on Estimates that have already 
been voted by the House. Nowadays they do not attempt to 
review the whole of the Estimates but select a small number of 
services or aspects of government spending each session for 
special investigation. In 1957-58, for example, they reported 
on the following seven topics: Police (England and Wales), 
the Ministry of Power, the Reserve Fleet, Lands Branches of 
the Service Departments, the Department of Scientific and 
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Industrial Research, the Nature Conservancy and — an excep- 
tionally wide subject of investigation — ^Treasury Control of 
Expenditure. The investigations are carried out by sub-com- 
mittees who call for extensive oral and written evidence from 
government departments and other bodies concerned. This is 
published with the sub-committee's reports which contain brief 
surveys of the situation and recommendations for improvement 
in financial procedure and administration. The departments' 
replies, stating their views and any action taken, are submitted 
in memoranda which are published by the Select Committee. 
The Committee's approval is not required before Estimates are 
approved by the Committee of Supply or money voted by the 
House. 

In the Committee of Supply itself, the Supply Days are used 
for general debates on issues of policy arising from the Esti- 
mates. On four days, the debate is on the motion to go into 
Committee. On the other days it is on a particular Vote or 
group of Votes in the Estimates, usually on a motion to reduce 
the relevant Vote, or one of them, by a token sum of ^10. The 
motion gives an opportunity to discuss services provided for in 
the Vote, and if afterwards withdrawn without being put to the 
vote. Topics debated on Supply Days in 1956-57 ranged from 
prisons in England and Wales and the National Health Service 
in Scotland to the situation in the Middle East and race relations 
in Central Africa, Kenya and Tanganyika. The convention 
whereby the choice of topics for debate on Supply Days rests 
with the opposition or private members gives expression to the 
traditional right of the House to air grievances before voting 
Supply. The government is given due notice of the topics that 
the opposition intend to raise and are very often told who will 
lead the debate and the main points of criticism to be made, so 
that they have time to prepare a considered answer and select 
appropriate speakers to reply. Now that the government has 
come to take so large a share of the time of the House 
for its own legislative programme. Supply Days have become 
one of the most important opportunities for the opposition and 
private members to initiate debates on subjects of their own 
choosing. 
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THE HOSPITAL SERVICE 

The Basic System 

Hospital authorities’ expenditure is financed by allocations from 
the health departments out of moneys voted annually by Parlia- 
ment. Hospital authorities have therefore been obliged to adopt 
a system of annual budgeting which enables the departments to 
conforrn to normal procedures for parliamentary approval of 
expenditure on Supply Services, while taking account of the 
fact that hospital authorities have a certain measure of autonomy 
and a different accounting system from ordinary government 
departments. 

The procedure adopted is basically as follows. First, the 
hospital authorities supply the health departments with Fore- 
casts of their requirements for the next financial year. Then, 
after the level of the Ministry’s own Estimates has been settled, 
each hospital authority is made an Allocation for running ex- 
penses and asked to prepare and submit for approval Estimates 
showing how they propose to spend this total. The following 
paragraphs describe how this system operates in England and 
Wales. In Scotland, broadly the same principles are followed, 
with such variations as are appropriate to the different organiza- 
tional structure of the service. The main principles of the pro- 
cedure have been laid down in statutory Regulations. These are 
amplified by ministerial circulars from the health departments 
setting out more precisely the assumptions, time-tables and 
forms to be adopted in each year’s budgeting. 

The Ministry of Health asks Regional Boards and Boards of 
Governors to submit in November each year a Forecast of their 
expenditure on revenue account for the coming financial year, 
together with Revised Estimates of their expenditure in the 
current year. Regional Board Forecasts include their own direct 
expenditure and a separate summary of the expenditure of 
Hospital Management Committees in the Region. Conse- 
quently, the annual budget cycle begins with the preparation of 
Forecasts by Hospital Management Committees, in the summer 
preceding the year to which they relate. Regional Boards ask 
for these by September or early October in order to allow time 
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for scrutiny by Regional Board Officers and approval by the 
Board before they are summarized and submitted to the 
Ministry. 

All Forecasts must show estimates of the amounts required: 

(а) to maintain services at the level they are likely to reach 
by the end of the current financial year, and 

(б) for urgent improvements and developments, of which 
details have to be supplied. 

The Forecasts and Revised Estimates are analysed under sub- 
heads prescribed by the Ministry, and the differences between 
the two must be explained in terms of a number of specified 
factors. This information is intended for use by the Ministry 
and the Treasury in determining how much of the nation's 
resources can be devoted to the hospital service, and hence how 
much Parliament should be asked to approve in the Ministry's 
cash Estimates for hospital authorities' current expenditure. 

The total sum available for hospital running costs is calcu- 
lated in two parts: 

(а) the estimated cost of carrying on the service at the level 
it is likely to reach at the end of the current year is 
derived from the Revised Estimates, adjusted in the 
light of national trends and with additional allowances 
for such unavoidable increases as the full year cost of 
wage and price changes during the current year; 

(б) the sum to be allowed for developments and improve- 
ments; this is decided at ministerial or Cabinet level, 
taking into account the commitments of the service such 
as bringing new buildings into use, the need for further 
development, and the exigencies of the prospective 
budgetary situations. 

The total of these two estimates is converted on to a cash basis 
to form the Ministry's own Estimate for current expenses in the 
hospital service. 

The total sum agreed with the Treasury then has to be 
divided among the various Regional Boards and Boards of 
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Governors. This task is left to the Ministry, who make an 
Allocation to each Board calculated to give them: 

[a) the amount necessary to maintain the level of service 
reached at the end of the current year; 

[h) further sums for development and improvements, sub- 
divided between: 

(i) the estimated running costs of new capital developments 
that have come into operation during the past year; and 

(ii) an allowance for other additional expenditure not result- 
ing from new capital development. 

In calculating the amount to be allocated under {a) adjustments 
are made for any overestimation of the expenditure in a full 
year on developments and improvements started in the current 
year. The Allocations under (6) (i) are generally based on the 
boards' Forecasts. The remainder of the sum agreed for develop- 
ments and improvements is available for Allocations under 
(6) (ii). This is usually substantially less than the boards' 
Forecasts under this head — in recent years less than 
million out of total Allocations of some £S00 million. 

Ministry Allocations are announced to the Regional Boards 
and Boards of Governors in February, with a request to prepare 
Estimates imder prescribed subheads showing how they propose 
to use the Allocation. Regional Boards must first divide their 
Allocations between their own expenses and those of their Hos- 
pital Management Committees. The latter are usually notified 
of their Allocations towards the end of March. They are then 
asked to prepare Estimates, under subheads prescribed by the 
Ministry, for approval by the Regional Board. Boards of 
Governors and Regional Boards prepare Estimates of their own 
expenditure for approval by the Ministry. 

Hospital authorities' Estimates are usually not finally ap- 
proved until some months after the beginning of the year. 
There is no equivalent either at Ministry or at Regional Board 
level of the parliamentary Vote on Account to authorize expen- 
diture before the Estimates are approved. This has not been 
felt necessary, since the Estimates are intended primarily to 
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show how expenditure will be kept within the limit set by the 
Allocations which are settled before the year begins. Detailed 
scrutiny of spending plans by higher authorities takes place 
when the Forecasts and Allocations are under consideration, 
and not when the Estimates come up for approval. 

Local Variations 

The budgetary system defined by Ministry requirements leaves 
considerable latitude for local variations in practice. This is 
conspicuous in the degrees of decentralization in budgeting and 
in the assumptions on which estimates are based. 

Management Committees vary in the extent to which the 
individual hospitals in a Group are brought into the preparation 
of Forecasts or estimates, either by asking them for financial 
estimates of their actual running costs or, as is much more com- 
mon, for statements of their requirements in terms of numbers 
of staff, pieces of equipment and lists of maintenance jobs. 
There is usually some consultation with the hospitals on both 
Forecasts and Estimates, but on the former it is sometimes con- 
fined to items outside the normal routine hospital expenditure. 
Some Regional Boards keep close controls over Committees' 
expenditure on any jobs or purchases which are not a regular 
charge on the service every year, and require these to be listed 
in the Forecasts for individual scrutiny by the Board and their 
technical and financial officers. Other Boards confine themselves 
to examining the total of Committees' Forecasts in the light 
of their knowledge of developments in the Group, and do not 
ask for exhaustive returns of non-recurring items or insist on 
these having their specific approval. 

Some Management Committees prepare detailed budgets for 
each hospital at the Forecast stage and exercise a high degree 
of restraint in formulating their requirements, in order to stand 
a good chance of receiving an Allocation not substantially dif- 
ferent from the Forecast and so being able to use the Forecast 
figures as the basis of their Estimates. Others work on the 
assumption that the Allocation will be materially less than the 
Forecast, and therefore calculate their Forecasts in broader 
terms, including more generous estimates for developments 
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and improvements. The detailed hospital-by-hospital budgeting 
then has to be done after the Allocation is notified. This has 
the disadvantage of delaying the detailed planning of expendi- 
ture, but avoids the risk of having to set aside plans made at an 
earlier stage because they cannot be contained within the Allo- 
cation. The many differences of approach between these two 
extremes mean that Regional Boards, both in assembling Fore- 
casts and in making Allocations, have to use their knowledge of 
individuals and local circumstances to secure a fair measure of 
equality of treatment for each Group according to its relative 
needs. 


LOCAL AUTHORITIES 


The Basic System 

Local authorities must prepare revenue budgets each year in 
order to fulfil their statutory duty to levy a rate or precepts 
sufficient to cover their expenditure for the year. Local authori- 
ties have no uniform budgetary system prescribed by law. Their 
budgets do not have to be approved by the government or by 
any higher authority beyond the council themselves. In this 
respect they have substantially more autonomy than local 
authorities in many other countries whose budgets frequently 
have to be approved by some agent or department of the central 
government, and are often much delayed and materially altered 
in the process. In Britain the government has sometimes asked 
councils for forecasts of their expenditure on grant-aided ser- 
vices, but it has always emphasized that these are simply for 
the guidance of the Ministry in preparing its own Estimates. 
Where the government seeks to control local authorities' expen- 
diture on grant-aided services, it prefers to do so by insisting 
on ministerial sanction of specific items. There is no question of 
requiring ministerial approval for the revenue budget as a whole 
or for the Rate Estimates of any particular committee. 

Each authority is free to devise methods of budget prepara- 
tion to suit its own particular circumstances, including such 
factors as its size, the range and character of services covered, 
how keenly councillors are interested in the financial implica- 
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tions of their policies, and whether the council is organized on 
political party lines. Scottish authorities have a statutory obli- 
gation to prepare annual Estimates of expenditure on revenue 
account but are otherwise almost as free as English councils to 
determine their own procedures. Their budgets must, however, 
extend to all their expenditure on revenue account including 
trading services. In England and Wales these are frequently 
omitted from the annual budget, which is then confined to Rate 
Fund services and hence known as the 'Rate Estimates'. It is 
with these that the rest of the section will be concerned. 

The method of preparing the Estimates follows certain well- 
established conventions common to practically all local authori- 
ties. Spending committees are made responsible for preparing 
and presenting to the council annual Estimates of income and 
expenditure for the services committed to their charge. The 
council consider and approve the Estimates, with such amend- 
ments as they think fit, and then fix the rate or precept for the 
year at the level appropriate to meet the estimated net ex- 
penditure. 

Nowadays practically all councils have a finance committee to 
whom they have delegated the duty of examining spending 
committees' Estimates and reporting thereon to the council. 
The council then consider the Estimates on the report of the 
finance committee. Few finance committees have actually been 
given power to alter the spending committees' proposals. But 
they can and do recommend alterations to the council, and the 
relationship between the finance committee and the council is 
usually such that the council very rarely depart from the finance 
committee's recommendations. The result is that the Estimates 
pass through the following three stages before they are finally 
approved: 

( 1 ) Initial adoption by spending committees. 

(2) Examination, revision and assembly into a unified 
budget by the finance committee. 

(S) Consideration and approval by the council. 

The following sections will examine the various methods 
whereby these stages are handled. 
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Initial Preparation 

The initial Estimates are the responsibility of the spending 
committee. They represent a statement of the committee's policy 
for the coming year and the probable cost of carrying it out. 
What is included in the Estimates will depend on the estimated 
cost of carrying on existing policies and services and on the 
effects of any changes in policy expected to come into effect 
during the year. Committee members will not themselves calcu- 
late exactly what resources will be needed to carry out their 
policies or what these are likely to cost. But they must as a 
committee agree on the policy to be reflected in their Estimates. 
Mostly this is not done as a deliberate prelude to budgeting but 
in the ordinary course of business during the year. The perma- 
nent officers of the spending department must then take note of 
these decisions and, when budget time comes round, see that 
appropriate provision is made in the Estimates. 

Some spending committees, however, make special reviews 
of their requirements for the express purpose of deciding what 
should go in their Estimates. One council's financial regulations 
require that: 

'During the month of November all Committees having 
power to incur, or recommend the incurring of, expenditure 
defrayed out of the General Rate Fund, shall consider what, 
if any, special provisions are to be included in their respective 
estimates for the ensuing financing year.' 

'Special provisions' include any new and non-recurring item of 
expenditure, such as extra furniture for schools, extra running 
costs for opening additional places at a training college, or the 
purchase of a film projector for a local museum or public library. 
Many of these would have been discussed earlier, but definite 
decisions are deferred until the November review. 

An annual review of staffing may also be a regular preliminary 
to budgeting. Spending committees may be asked to consider 
the existing numbers and grades of those employed in their 
services and their estimated wages and salaries for the coming 
year, and to decide whether any increases or reductions in staff 
should be made. The newly agreed staffing levels can then be 
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used as the basis of their Estimates. Sometimes any proposed 
changes in complements must first be approved by a special 
staffing or establishments committee who control the staffing of 
every department of the council. Elsewhere, the review is made 
at spending committee level only. 

The detailed work of assembling the initial Estimates is 
normally carried on in the spending departments. They work 
out what the committees’ policies imply in terms of manpower 
and other goods and services required and their probable cost. 
In this task they are assisted in various ways by the treasurer’s 
department. The treasurer normally supplies figures of expendi- 
ture on each subhead in previous years and to date in the current 
year. In some smaller departments members of the treasurer’s 
staff work side by side with the spending department’s officers 
in calculating what their estimated requirements are likely to 
cost. Larger departments often have their own trained account- 
ants who do not need so much help from the treasurer’s depart- 
ment, although the treasurer is usually ready to offer his services 
in any way he can to ensure that the Estimates are correct 
financial interpretations of the committee’s policy. To this end 
the chief officer of a spending department will often go through 
his draft Estimates with the treasurer or one of his senior 
assistants before they are presented to the spending committee. 
In some cases the treasurer himself presents the Estimates to 
the spending committee. This is probably more common among 
smaller authorities, but it is also the practice in some of the 
largest. More often, however, Estimates are presented by the 
chief officer of the spending department, in recognition of the 
fact that the initial Estimates are the responsibility of the com- 
mittee and of the officers directly responsible to them. 

The draft Estimates are presented to the committee with 
observations on the most salient features — either in a written 
report or orally by the chief officer or by the treasurer. Both 
these officers normally have an opportunity to address the com- 
mittee so that any differences of opinion between them can be 
fairly put before the members of the committee. The amount of 
questioning and discussion varies. It is seldom very prolonged, 
as the Estimates are intended to be a reflection of policies to 
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which the committee have already agreed. In the larger 
services there may also have been a preliminary examina- 
tion of the Estimates by functional sub-committees of the 
main committee — ^for example, a Schools or Further Education 
Sub-Committee of an Education Committee — and sometimes 
by a finance sub-committee as well. In this case the chairman 
of the sub-committee usually presents the Estimates to the 
main committee. 

Review of Estimates and Assembly of the Budget 
The initial Estimates may be revised for several reasons: to 
correct inaccurate estimating of the resources needed to carry 
out a given policy or their probable cost; to adjust plans dis- 
covered to be impracticable owing to such factors as shortages 
of manpower and materials, delays in opening new accommo- 
dation, or the need to extend a service to meet new ministry or 
statutory requirements; or, to curtail spending so that the aggre- 
gate amount to be raised from rates shall not be more than it is 
thought desirable to demand from ratepayers. 

Revisions may be decided on at several different stages. The 
chief officer may amend his original proposals, after consultation 
with the treasurer or other chief officers, before the draft Esti- 
mates come before the spending committee. Alterations may 
also be agreed upon between the chairmen of the finance and 
spending committees, before the Estimates go to the full spend- 
ing committee. In this case the finance committee’s work may 
become more a matter of examining and ratifying what has 
already been provisionally agreed. Further revisions may, how- 
ever, take place after the Estimates have been presented to the 
finance committee. Many finance committees appoint a small 
sub-committee to examine the Estimates and report to the main 
committee recommending any revisions they may consider 
desirable. The sub-committee or their chairman will be briefed 
by the treasurer as to how much is absolutely essential and 
unavoidable, and where there is scope for pruning, either be- 
cause requirements were not realistically estimated or because 
plans could be altered if necessary to reduce total spending. The 
sub-committee will probably begin by discussing the aggregate 
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total of committees’ Estimates and what this implies in terms of 
a rate in the pound. They can then decide whether, and if so to 
what extent, they should try to reduce it by pruning the Esti- 
mates. After this they can proceed to examine each committee 
on its Estimates. Several long sittings may be devoted to the 
work, as each committee chairman is often called upon to appear 
personally for interrogation, with the treasurer and the chief 
officers of the spending departments in attendance to supply 
further information and material for argument as called upon. 
When the sub-committee have completed their work, the 
main finance committee meet to consider their proposals 
and to decide, on the advice of the sub-committee, their 
recommendations to the council as to the rate to be levied and 
the amounts and purposes of expenditure to be authorized in 
the Estimates. 

Approval by the Council 

The council normally delegate all detailed scrutiny of Estimates 
to the finance committee, which usually consists of senior and 
respected -members of the council chosen to reflect the main 
views represented on the council and — ^where political groupings 
exist — the balance of power between the parties. Consequently 
the council are usually ready to accept the finance committee’s 
recommendations. Their acceptance is not automatic, however, 
since any councillor is at liberty to move an amendment opposing 
either the rate or any of the individual Estimates recommended. 
Members of minority parties and spokesmen for minority inter- 
ests often avail themselves of this right, making budget day in 
the council the scene of lively and prolonged debates that range 
widely over many facets of council policy. As in Parliament, the 
budget provides any opposition parties or other minorities with 
valued opportunities to criticize those in power and to state 
their own views, even though, as in the national government, 
they may have little prospect of carrying any motion to alter 
the figures placed before them. As in the House of Commons 
the council’s discussion on the budget is also valuable as an 
occasion for public debate, since most of the committee pro- 
ceedings take place in private. 
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The Time Schedule 

English local authorities normally make their rates shortly 
before the beginning of the financial year, on April 1, so that 
rate demands can be issued and income begin to come in as 
soon as the year begins. Most of the work of budget preparation 
is therefore done in the last quarter of the financial year. Spend- 
ing committee Estimates in the smaller authorities are mainly 
prepared in January and February, and approved by the finance 
committee in late February or early March, so that the complete 
budget can be approved by the council before the new financial 
year begins. In larger authorities budgeting has to start sooner 
— often in November or earlier — as the Estimates are more 
voluminous and more time is needed for their assembly and 
scrutiny. County councils have to complete their budgets earlier 
than other authorities, so as to make their precepts on the 
county districts in time for the latter to include the appropriate 
levy for county expenses when fixing their own rates. When 
county services are administered through divisional executives 
or committees, the latter may have to complete their Estimates 
in the early autumn to allow sufficient time for consolidation at 
county hall before presentation to the spending committee. 
Forecasts of expenditure on some grant-aided services have also 
to be made in the early autumn for submission to the appropriate 
ministry, but these are generally prepared in less detail than the 
Rate Estimates, which are usually computed entirely afresh a 
month or two later. 

In England and Wales the council normally approves the 
budget before the beginning of the financial year. There is 
then no question of requiring special provisional authority to 
incur expenditure until the Estimates have been approved. 
Occasionally the council do not have their budget day until 
April, but they then let departments carry on for the intervening 
few days on the assumption that they may incur expenditure on 
items provided for in the Estimates. There is no formal Vote on 
Account like that approved by Parliament for the central govern- 
ment except in the London County Council. There, although 
the rate is fixed before April 1, Estimates are not finally ap- 
proved before July. A Vote on Account is therefore passed 
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befoi-e the beginning of the financial year to authorize expendi- 
ture in the interim. Unlike the parliamentary Vote on Account, 
this is not limited to expenditure on existing services but 
extends to new items not included in the Estimates of previous 
years, provided these have already received the specific approval 
of the council. 

Scottish local authorities follow a different time schedule. 
Although their financial year begins in mid-May or at the 
beginning of June, county precepts are not issued until July and 
rates are never made until late August or September. Conse- 
quently, most authorities do not begin to prepare their Esti- 
mates until after the beginning of the financial year. Meanwhile, 
they allow expenditure to continue on existing services without 
any formal authorization or Vote on Account. A few larger 
authorities, however, have adopted a method of 'provisional' 
budgeting in order to settle their spending plans before the year 
begins. In Edinburgh, for example, provisional Estimates have 
to be presented by spending committees, reviewed by the finance 
committee and their Estimates Sub-Committee, and approved 
by the council before the end of the previous financial year. The 
provisional Estimates are reconsidered by committees and again 
presented to the council for approval in late July, when the rate 
is finally made. The final budget usually differs from the pro- 
visional Estimates only in so far as it allows for subsequent price 
changes or alterations in demands on the services. The policy 
governing spending plans is normally settled at the provisional 
budget stage and not revised later. Where there are no 'pro- 
visional Estimates', the later preparation of budgets in Scotland 
means that part of the budget provisions are expended before 
the Estimates are approved, leaving less scope for pruning or 
revision at this stage. On the other hand, it may be possible to 
attain greater accuracy in the Estimates by basing them on more 
up-to-date information, including frequently the complete 
accounts of the actual expenditure in the previous year. 


THE NATIONALIZED INDUSTRIES 

The nationalized industries organized as public corporations 
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have been left freedom to develop their own systems of revenue 
budgets. The government has never attempted to prescribe 
their budgetary procedures. Unlike the hospital authorities and 
other bodies financed out of moneys provided by Parliament, 
they are normally under no formal obligation to submit budgets 
for ministerial or parliamentary approval. The only exceptions 
are where subsidies or temporary loans are received from public 
funds and the probable amount required each year has had to be 
approved in advance by the appropriate minister. The nation- 
alized industries are thus given much more autonomy than the 
federal government corporations in the United States which, 
even if financially self-supporting, have since 1945 been required 
to submit annual 'business type' budgets of income and expendi- 
ture for approval by Congress. 

In their approach to budgeting the nationalized industries 
have more in common with private industry and commerce than 
with non-trading public authorities. One important aspect of 
this is the absence of publicity. The contents of their budgets 
are not normally disclosed outside the industry except, in confi- 
dence, to the appropriate minister. General publication of 
revenue budgets, important in other branches of public expendi- 
ture as an instrument of democratic control, is undesirable for 
trading concerns because of the advantage it might give to their 
competitors. 

In the preparation of budgets, nationalized industries tend to 
give less prominence than other public authorities to the ration- 
ing of limited resources and more to planning activities to meet 
demand. As they are trading undertakings for whom demand is 
the ultimate limiting factor, their budgeting begins by fore- 
casting demand, deciding how far it can be met with the resources 
available, and so determining the level of output for which to 
budget. This is usually done at headquarters, by those in a 
position to make allowance for all the factors likely to affect the 
aggregate demand for the product or the supplies of manpower 
and other productive resources. The estimated total output 
must then be apportioned among regions, works, departments 
or other spending units. Each of these has to be told the level 
of activity for which to budget before it can be asked to estimate 
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the resources or expenditure required and, where appropriate, 
the probable income as well. These initial estimates are brought 
together at higher levels and revised if necessary to form a con- 
solidated budget. This process is usually carried out in several 
stages as the estimates pass to successively higher tiers of man- 
agement, until they are all united in a single draft budget for 
examination by the governing board. 

Electricity Supply: Generation 

In the Central Electricity Generating Board, annual Revenue 
Budgets are prepared for each Generating Division. These are 
founded upon annual Station Loading Estimates showing the 
amount of energy each power station will be required to supply. 
National headquarters estimate the aggregate demand through- 
out the year and, since electricity cannot be stored, the maxi- 
mum demand that will have to be met at any given point of time. 
The estimated demand is then split up between the power sta- 
tions with regard to their relative fuel costs and distance from 
consumers. The aim is to ensure the most economical pattern of 
production by keeping low fuel cost stations in continuous 
operation and bringing in the less economical plant only to meet 
peak loads. How much each station has to produce during the 
year will depend on consumers' actual requirements and the 
availability of plant, and may vary considerably from the original 
Loading Estimates. At the time they are made, however, the 
Loading Estimates represent the best available forecast of out- 
put on which Stations, Divisions and Regions can base their 
plans and estimates for the coming year. 

The next task is to estimate the costs of producing the amount 
indicated in the Loading Estimate. The 'Generation Costs' 
directly incurred at power stations are estimated separately for 
each station. Practices vary as to how far the estimates are made 
by those running the power stations or by Divisional head- 
quarters. Some stations are only asked to state their fuel require- 
ments quantitatively, leaving them to be priced by Divisional 
headquarters. Other Divisions make each station estimate its 
fuel costs and other direct expenses, possibly with some guid- 
ance from Divisional headquarters. One Division is planning to 
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decentralize budgeting within each station, by asking for sep- 
arate budgets for each of the three main processes — ^fuel hand- 
ling, boiler house and turbine house. 

Divisional headquarters bring together the station budgets 
for 'Generation Costs' and their own estimates for the trans- 
mission of electricity, for Divisional overheads, and for any 
purchases of electricity. The complete set of budgets is approved 
by the Divisional Controller and submitted to the Regional 
Director. The Regions consider the Divisional budgets and 
transmit them together with their own budgets of Regional 
overheads, to Generating Board headquarters. Headquarters 
departments prepare similar budgets of their own direct ex- 
penses. The three Project Groups although mainly concerned 
with capital expenditure, submit revenue estimates of their 
administrative and general expenses. 

At national headquarters all these budgets come before a 
special Budgetary Control Panel, consisting of a senior oflficer 
from each of the main departments. The Panel spend some time 
considering each set of estimates — Generation Costs, Trans- 
mission Costs, Headquarters Departments and so on — separ- 
ately. Several meetings are usually required before each is 
finally disposed of, as doubtful points have to be cleared with 
the Regions or departments, and agreement reached on any 
revisions to be recommended to the Board. The Panel conclude 
their review by presenting an Annual Report to the board 
summarizing the budgets and commenting on their main fea- 
tures. The Board, after discussion and questions, can approve 
the budgets at the level recommended by their officers or refer 
figures back for reconsideration. Normally Board approval is 
given by the end of March so that Regions, Divisions and 
departments know how much they are authorized to spend before 
the financial year begins on April 1. As budgeting begins in the 
Divisions in November or December and the Station Loading 
Estimates are settled in December, the process of budget 
preparation is spread over some three or four months. 

There are separate procedures for preparing the other types 
of budget, usually known as Trading Forecasts, for guidance in 
policy making. These contain estimates of income and pro- 
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visions for capital charges and emergency repairs which, being 
outside the control of Divisions, are excluded from their Revenue 
Budgets but have to be included to obtain a reliable forecast 
of trading results. Tariff Estimates for guidance in settling the 
following year's Bulk Supply Tariff, are prepared at national 
headquarters every autumn from forecasts of expenditure sub- 
mitted by Divisions and Regions, and estimates of income 
prepared centrally. Trading Forecasts showing net earnings for 
several years ahead are also made for use by the Electricity 
Council in drawing up Trading Forecasts for the whole industry, 
including the area boards. 

Electricity Supply: Distribution 

Area electricity boards prepare Trading Estimates as forecasts 
of financial results for use by the boards themselves as a guide 
to profitability and by the Electricity Council in making financial 
forecasts for the industry as a whole. They are sometimes pre- 
pared entirely at Area headquarters. Often, however, they are 
drawn up initially by sub-areas, districts or other administrative 
sub-divisions, brought together at Area headquarters and scru- 
tinized by headquarters departments before being approved by 
the area board or their chief officers for submission to the Elec- 
tricity Council, who require them in order to prepare their 
Trading Forecasts for the industry as a whole. 

The reliability of Trading Estimates depends on accurate 
estimating of payments for bulk supplies of electricity from the 
Generating Board, which absorb about 70 per cent of all expendi- 
ture on revenue account. This depends on the Bulk Supply 
Tariff, announced each autumn for the coming financial year, 
and on the area boards' estimates of consumer demand. Expendi- 
ture depends not only on aggregate consumption during the 
year but, under the terms of the Bulk Supply Tariff, on the 
maximum demand at any one point of time. Where Trading 
Estimates are prepared for separate sub-areas, the latter have 
sometimes been left to make their own demand estimates as 
well. But other areas have found that greater accuracy can be 
obtained by first settling the demand forecasts at area head- 
quarters. In one area this is done after considering two sets of 
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estimates prepared independently by the sub-area concerned 
and by the headquarters engineers. 

Some area boards also prepare Revenue Expenditure Budgets 
for internal use as a yardstick and authorization of sub-areas' or 
districts' controllable expenditure. Here the problem of esti- 
mating demand does not arise, since controllable expenditure 
of maintaining the supply network, consumer service and gen- 
eral administration is not, in the short run, affected by the 
amount of current supplied. Revenue Expenditure Budgets are 
intended to indicate the minimum expenditure necessary to 
maintain an adequate service and, once approved, may not be 
exceeded without supplementary approvals. They are generally 
prepared shortly before the beginning of the financial year, after 
the year's Trading Estimates have been approved. Their pre- 
paration calls for a more detailed review of controllable items 
and is usually more decentralized, the object being that all 
managers, down to foremen and showroom managers, should 
make the initial estimates for expenses within their control. The 
draft Budgets may therefore be re-examined, summarized and 
approved at several intermediate levels of management before 
coming before the area board for approval. They are not 
submitted to the Electricity Council. 

Gas Boards 

For the gas boards, the question of settling the demand for 
which to budget is simpler than in electricity supply, in so far as 
the possibility of storing gas gives an additional measure of 
flexibility in relating production to consumers' requirements. 
Gas works, moreover, generally have relatively localized mar- 
kets. Although some area boards have gas grids linking a 
number of works to supply a larger district, there is nothing 
comparable to the National Grid and Supergrid of the Central 
Electricity Generating Board for national pooling of supplies 
for all the power stations in the country. Hence a gas board can 
generally assume that there will be fairly direct relationship 
between the output for which to budget at a particular gas 
works and the estimated total demand for gas in the district 
it serves. 
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Works and district managers, who are often concerned with 
both production and retail distribution, can therefore be asked 
to estimate the level of demand for which they ought to budget. 
Gas board headquarters do not usually supply any initial loading 
estimates. They do, however, make a preliminary review of the 
demand estimates proposed by each works and district before 
asking them to draw up the financial part of their budget. The 
original demand estimates can thus be revised where appro- 
priate in the light of the board’s knowledge of general trends 
over the area and over the country as a whole. 

The examination of demand estimates is often combined with 
a review of estimated standards of production — output per ton 
of coal carbonized and so on — which will determine the costs of 
production at each works. There is seldom much doubt as to the 
technical potentialities of the plant. What is more difficult is to 
estimate the average loss in efficiency due to time spent operat- 
ing at less than the optimum capacity owing to shortfalls in 
consumer demand. The estimated production standards are 
therefore examined in some detail by technical experts who 
may suggest a revision of the standards to be used in the 
budget. But although they are extensively discussed with and 
usually agreed with area headquarters, the standards remain the 
responsibility of the operating units. 

The agreed demand estimates and production standards are 
used to draw up the budget of income and expenditure for each 
district and works. These are sometimes prepared at group or 
sub-area level, as the individual operating units may not be 
large enough to have suitably qualified staff. Area headquarters 
assemble them for submission to the board. Little can be done 
to amend the budget at this stage, as the main scrutiny of dis- 
trict plans and estimates by Area headquarters will already 
have taken place in agreeing on standards and demand 
estimates. 

Consideration of the budget may lead to fundamental changes 
in Board policy as to prices or production plans, but such meas- 
ures would be taken after the budget had been approved as a 
realistic estimate of results at the prices and in the circumstances 
assumed in its preparation. 
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Civil Aviation 

The airways corporations are in a better position than the 
electricity or gas industries to base their budgets on firm plans 
of operations for the coming year. They have to plan their 
services far ahead in order to publish time-tables and take 
bookings, although these plans may be modified at short notice 
by extra flights or cancellations and by charter arrangements, 
as the demand indicates. 

British Overseas Airways Corporation begin budgeting by 
agreeing on an Operational Plan setting out the routes and 
frequencies on each service for the coming year. This is drawn 
up by senior officers who form the Planning Group of the Cor- 
poration. The Group produce a draft Operational Plan, designed 
to make the most profitable use of the Corporation's fleet, 
taking into account demand, available capacity and the inter- 
nationally agreed tables of fares. The draft Operational Plan is 
submitted to the standing committee of all department heads 
and chief officers who, after revision if necessary, approve it as 
the framework for detailed budgeting by departments. 

The Operational Plan for the year beginning on April 1 is 
scheduled to be approved in the previous December. This gives 
departments two to three months to draw up detailed plans and 
financial estimates within the departments. Planning and bud- 
geting are "highly decentralized. Foremen in engineering work- 
shops are asked to estimate the time and manpower required 
for processes under their charge, and captains in charge of par- 
ticular flights of aircraft to estimate their fuel consumption on 
different routes. These quantitative estimates are evaluated in 
money terms by the departmental accountants. The department 
head is reponsible for approving the financial estimates in his 
department's budget as well as the underlying plans and 
standards. 

The revenue side of the budget is prepared by a central 
section responsible to the Chief Accountant. This section also 
bring together the departments' expenditure estimates. The 
complete draft budget and underlying physical plans are 
thus assembled in a single folder for consideration by the panel 
of chief officers. Further adjustments in plans are generally 
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called for at this point, to improve the prospective net earnings. 
Services estimated to run at a loss may be reduced in frequency 
in order to improve load factors, or plans for expanding depart- 
mental functions may be subject to enforced reduction. The 
chief officers and their supporting staffs meet for a special week- 
end conference to examine the draft budget and work out the 
necessary revisions. The amended draft is then summarized for 
submission to the board. At the board meeting, members discuss 
and question chief officers on the estimates and the underlying 
policies. In view of the careful scrutiny by their chief officers 
however, they are normally ready to accept the proposals 
without further alteration. 

National Coal Board 

Until comparatively recently, the National Coal Board's prob- 
lem has been to find enough coal to meet the domestic needs of 
the United Kingdom. Their arrangements for budget prepara- 
tion were therefore evolved on the assumption that they had to 
produce all the coal they could. These processes are expected 
to be modified to take account of limitations imposed by demand. 

The earlier arrangements illustrate how budget preparation 
may be affected by restrictions on the ability to produce suf- 
ficient to satisfy demand at the prevailing prices. The Board began 
b}' calling for estimates of manpower and output for each Area. 
Some Areas prepared separate estimates for each colliery, after 
discussion with the colliery management. Experience showed 
that the aggregated forecasts required adjustment, not only for 
optimism and pessimism but because they had to ignore such 
factors as losses due to unofficial strikes which could not be 
satisfactorily allowed for in the forecasts for individual colli- 
eries. These adjustments were therefore made, first at Divisions 
and then at headquarters, before the Forecasts were submitted 
to the Board. Board approval was usually given in September 
for Forecasts relating to the following financial year, which 
coincides approximately with the calendar year. 

The approved manpower and output Forecasts became the 
basis of the annual estimates of income, expenditure and profits 
or losses on collieries. Similar Forecasts of Financial Results, 
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based on output forecasts, were made for ancillary undertakings. 
These Forecasts were prepared by Areas and aggregated and 
reviewed by Divisional Boards for presentation to headquarters 
in October. Before presentation to the Board, they were revised 
as appeared necessary after discussion between the Directors- 
General of Finance and Production at headquarters and the 
corresponding Directors in the Divisions. Finally they were 
submitted to the Board in December, so that Board approval 
might be given before the beginning of the financial year. 

Special budgets for non-operational expenditure are pre- 
pared by similar methods. As regards expenses controlled by 
national headquarters, there is first a review of the quantities of 
manpower, goods and services to be provided for in the budget. 
Financial estimates are then drawn up on the approved bases, 
reviewed by the Finance Department, and submitted to the 
Board for approval in December each year. For Divisions' and 
Areas' non-operational expenditure budgets the Board have not 
prescribed any definite method of preparation but have encour- 
aged them to emulate the headquarters arrangements. In the 
case of training centres, laboratories and pithead baths, the 
Board also ask for separate budgets for each spending unit, 
intending that these units should prepare their own initial 
estimates. 


CONCLUSION 

( 1 ) Budget preparation always involves a simultaneous two- 
way traffic — the transmission upwards of estimates for 
each unit, and the transmission downwards of higher-level 
decisions, until all are formed into a consistent, compre- 
hensive programme of activities, expressed in terms of 
their financial implications. 

(2) How this process works in different organizations must 
vary — in methods and in timing — according to their size 
and complexity, the range of their activities, the possi- 
bilities of forecasting demand or agreeing on standards, and 
the method of financing their operations. 

(3) The process of budget preparation provides a convenient 
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opportunity, such as does not often arise in other ways, for 
making a comprehensive, forward-looking review of plans 
and standards at regular intervals. Hence it is important 
for every part of the organization, down to the lowest levels 
of supervision, to be associated in the preparation of esti- 
mates and to have their own separate budgets, within the 
master budget of the whole organization, for the functions 
committed to their charge. 



CHAPTER V 


THE REVENUE BUDGET: 
BUDGETING AND POLICY-MAKING 


THE budget document is a tool for the administrator. Its main 
practical applications are in settling and reviewing the policies to 
be pursued and in exercising control over their execution. The 
budgetary system influences the timing and method of reaching 
policy decisions, and supplies data on which they can be based. 

Budgeting and policy-making are radically different opera- 
tions. The preparation of a budget is a regular exercise in 
which all the proposed activities are brought under review with 
special regard to their financial implications. The policy behind 
those activities, on the other hand, is the outcome of a vast 
number of decisions that have to be taken on specific issues as 
they arise^ — to expand or contract a particular operation, for 
example, or to introduce new services or adopt different tech- 
niques. Some policy decisions remain operative for many years 
or even decades, while other leading principles may have to be 
altered many times during the currency of a single budget. 
Circumstances are constantly changing and, while every effort 
is made to foresee these changes when preparing the budget, 
there will always be some points that cannot definitely be 
settled a year or more in advance. 

THE BUDGET AS AN IMPETUS TO POLICY-MAKING 

Planning Expenditure before Budgeting 

In non-trading public authorities the primary reason for having 
a revenue budget is to be able to fix taxes, rates and charges 
for the year ahead at a level estimated to produce the right rela- 
tionship between income and expenditure. In the central govern- 
ment, the pattern of taxation is settled at budget time and only 
in exceptional circumstances altered during the year. Local 
authorities fix their rates for a year at a time. In some English 
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councils the rate is formally imposed every half-year, but in 
practice the Estimates are always prepared on an annual basis 
and it is extremely rare for the rates to be changed halfway 
through the year. 

A fixed income would not necessarily preclude an authority 
from spending more than originally planned on some items and 
less on others provided that the total spending conforms to the 
budget. Yet the difficulty of finding money for unbudgeted 
items out of a fixed income is a strong incentive to settle the 
general pattern of spending and the policies determining it 
before the budget has to be prepared. This means that when 
specific approvals are needed for new items or services they 
should as far as possible be obtained before preparing the budget 
in which provision for them would have to be made. 

The Central Government, In the central government, the rule 
is that departments must obtain specific Treasury sanction for 
any new service or item of expenditure and for any change in 
policy involving additional expenditure. This is quite apart from 
the need for parliamentary approval of all expenditure on new 
and continuing services through the annual Estimates and 
Appropriation Act. In practice, the Treasury usually delegates 
authority to departments to approve new projects within certain 
limits, defined as to amounts and purposes, but above these 
limits Treasury authority must be sought. The object is to 
ensure that the more important cases are referred to the Treas- 
ury. It is also understood that departments should submit to the 
Treasury any cases within their delegated powers which have 
any novel or unusual features likely to be of special interest to 
the Treasury and therefore to deserve its attention. The Treas- 
ury in turn may decide that cases submitted for their sanction 
are of sufficient importance to require specific authorization by 
Parliament, and insist that the department seek fresh legis- 
lation accordingly. 

The rule is that Treasury sanction should wherever possible 
be obtained before the item is included in the Estimates: 

'A Department must not embark upon any new service 

without the sanction of the Treasury. Application for sanction 
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for a new service should not be delayed until Estimate time. 
On the contrary, the Estimate should theoretically contain 
only such items as have previously been sanctioned/^ 

Thus departments are urged to look at their requirements well 
ahead in order to obtain any necessary Treasury sanctions before 
budget time. Although they cannot always foresee every need in 
advance, they are encouraged to try to do so by the difficulties of 
obtaining approval for additional expenditure later in the year. 

Many of the items for which specific Treasury sanction is 
sought will be too small to merit the attention of ministers or 
Parliament. Major changes in spending, however, are usually 
the result of changes in government policy that require new 
legislation. Such proposals normally take many months if not 
years to reach the statute book, although in a real emergency 
urgent measures may be decided by the government and passed 
by Parliament in a few days or weeks. Usually, it takes the 
greater part of a parliamentary session for a Bill to pass 
through all its stages in both Houses. Much more time must be 
allowed beforehand for ministers to decide on the general line 
of approach and for their officials to work out the details of the 
Bill, while after the Act is passed there is still the task of setting 
up the machinery for its administration. The Act to set up the 
National Health Service, for example, was passed in 1946 but 
the Service itself could not be brought into operation until July 
1948. Proposals for local government reform were announced 
by the government in 1956, but the Bill to give effect to them 
was not introduced until the 1957-58 session of Parliament and 
the main financial provisions were not scheduled to come into 
operation until April 1959. 

Thus the desire to obtain Treasury sanctions before Estimate 
time is not itself the main reason why changes in government 
services are usually planned long ahead. This is more the result 
of the nature of government activities and the time normally 
required to bring new legislation into effect. The effect is that 
the annual Estimates are largely a reflection of spending plans 
that have already obtained the necessary ministerial and parlia- 
^ Notes for the Use of Accounts Branches, para. 179. 
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mentary approval and the appropriate financial sanction from 
the Treasury. In this respect, a government budget differs 
fundamentally from that of a trading undertaking which, though 
a reflection of current policy, tends to be regarded more as a 
starting point for deciding how current policies could with 
advantage be revised. 

Local Authorities, Local authorities are in much the same 
position as the central government in so far as their Estimates 
for non-trading services are largely a reflection of agreed policy, 
changes in which are normally decided on before budget time. 
New suggestions are constantly being put forward throughout 
the year, considered by spending committees and, if approved, 
recommended to the council for authorization. The council's 
approval is generally understood to include a financial approval, 
except in so far as there may be a rule that further authorization 
be sought to incur liabilities exceeding ^100 or some other 
specified sum, even though it is included in the budget. The 
procedure usually provides that spending committees' recom- 
mendations should not come before the council without an 
accompanying report from the finance committee on their finan- 
cial implications. Most authorities have some such procedure — 
written or unwritten — although it is not always very rigidly 
enforced. Spending departments sometimes include in Estimates 
new items whose policy and financial implications have 
not previously come before the finance committee or the 
council. 

When for other reasons new items cannot be properly exam- 
ined before Estimates time special procedure may be followed. 
This happened in many authorities for poliomyelitis vaccination 
in 1957 , when it was known at budget time that the new services 
would have to be provided but there had not been sufficient 
notice to make a precise estimate of the cost. An approximate 
figure was therefore included in the Estimates, on the under- 
standing that contrary to the usual rule, approval of the Esti- 
mates did not confer authority to spend without further approval 
by the council. Reluctance to seek or to grant such special 
authorizations after the budget is passed provide a strong 
inducement to agree policies beforehand wherever possible. 
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Trading Undertakings. For non-operational branches of trad- 
ing undertakings, the annual budget often fixes income no less 
rigidly than in non-trading public authorities and thus gives the 
same incentive to consider spending plans well in advance 
before the budget for the period has to be settled. In trading 
operations, where activities are dependent on consumer demand, 
the need to prepare a budget, however flexible, is equally im- 
portant as an inducement to management to look forward in a 
systematic, comprehensive way. It compels them to assess 
future prospects and consider plans and policies to meet any 
situation likely to arise. 

Re-examining Plans while Preparing the Budget 
Policy-making is a continuous process. New ideas and changed 
circumstances constantly force those in positions of responsi- 
bility to reconsider particular aspects of their objectives and 
plans. But the combined effect of all these isolated decisions may 
only become apparent when their financial implications are 
summarized in the budget. Only then is it possible to decide 
whether in the aggregate they would cost more than the 
authority is prepared to spend and, if so, where economies 
should be made. Budget preparation consequently provides a 
valuable opportunity for reviewing spending plans in the light 
of their total estimated costs. 

'Economies' in this context may be sought either through 
reduced output or through increased efficiency. In the first case 
the service to the public is curtailed in some way. The opening 
hours of museums and art galleries or local offices of a ministry 
may be shortened, less may be spent on books for schools and 
public libraries, or fewer postal deliveries may be made. Altern- 
atively, expenditure may be cut without reducing the scale or 
quality of the service. Typing services may be reorganized to 
handle the same volume of correspondence with fewer staff, or 
hospital dietaries revised to give equally nourishing and appe- 
tizing meals at a lower cost. The boundary between policy and 
efficiency questions is not always easily defined and is different 
at different levels of authority within any organization. What 
appears as a major issue of policy to those in charge of a particu- 
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lar service will often be regarded by their superiors as a matter 
of operating efficiency. Wherever the question of pruning a 
budget arises, however, it has to be looked at from both points 
of view. The scope for increased efficiency should never be 
overlooked as it may well yield all the savings that are 
required. But where really drastic pruning is called for, it is 
unlikely to be achieved without cuts in the services provided 
as well. 

A Trading Undertaking. In British Overseas Airways Cor- 
poration, budgeting and the planning of services go hand-in- 
hand. No Operational Plan is approved unless the panel of chief 
officers are satisfied with the estimated financial results. Pro- 
posals to start, expand or re-route services and their financial 
implications would normally be examined by the Planning 
Group and adopted or rejected by top management as and 
when necessary. This may well be before preparing the Budget, 
in which the effects of these decisions are shown and can be 
reviewed in the light of their impact on the aggregate net 
earnings. These are considered at two stages. First, the draft 
Operational Plan is immediately translated into a Pilot Estimate 
of the financial results. The Plan will not be approved unless the 
Pilot Estimate is satisfactory. Several revisions of the Opera- 
tional Plan may be called for before finding a financially accept- 
able pattern of services. Even then, this check on the broad plans 
and estimates is not a sufficient guarantee that the detailed plans 
will show an equally favourable financial result. When the 
complete budget is assembled in draft, the chief officers have 
another conference to consider what further adjustments might 
be made to improve estimated net earnings, and further cuts in 
the least profitable services or in non-operational expenses are 
usually called for. Thus the Budget— first in outline and then in 
detail — Phelps to keep spending plans consistent with their 
statutory obligation to ‘break even’ on revenue account. 

Non-Trading Authorities. For non-trading authorities, the 
main object in reviewing spending plans at budget time is not 
to ‘break even’ but to bring the total estimates down to the 
amount they can afford or have been allocated to spend. Al- 
though they are normally expected to include in their estimates 
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only such items as have already received specific sanction, all 
the items thus approved will not automatically be allowed to go 
into the budget as their total cost may well be more than the 
authority are prepared to spend during the year ahead. 

The greater part of an authority's estimated expenditure 
cannot be altered by decisions taken whilst the budget is being 
prepared. No public body can suddenly dismiss a large slice of 
its staff or close down services in defiance of statutory or inter- 
national obligations. Even if consideration of the budget leads 
to decisions to revise legislation or foreign commitments, the 
necessary amendments can seldom be carried through in time 
for the full effect to be felt in the year immediately ahead. To 
prune the estimates, therefore, means first of all picking out 
from among the strictly unavoidable expenses the far smaller 
proportion of items which are capable of being reduced, aban- 
doned or deferred. The rest is essentially an exercise in deter- 
mining priorities among the second group to decide which 
should have first claim to any funds remaining after the unavoid- 
able items have been covered. 

This type of policy review is clearly illustrated in the hospital 
service. Forecasts of expenditure for the coming year are pre- 
pared in a form which segregates the bulk of the 'prunable' 
items under the heading 'Developments and Improvements not 
resulting from new capital development'. This is where prac- 
tically all the cuts involving policy changes, as distinct from 
corrections of bad estimating, have to be made. Hence, the 
Ministry and the Regional Hospital Boards ask hospital author- 
ities to include in their Forecasts list of individual items under 
this head, and pay special attention to them when making their 
Allocations. 

Some Regional Boards also ask Hospital Management Com- 
mittees to pick out from their Forecasts for maintaining the 
service at the existing level any 'special items' which are not 
strictly unavoidable such as purchases of furniture and equip- 
ment or building maintenance jobs which are not a regular 
charge to revenue every year. The Regional Board ask for lists 
and individual estimates of all these items and deduct their cost 
from Management Committee Forecasts, in order to assess 

115 



BUDGETING IN PUBLIC AUTHORITIES 

their irreducible minimum expenditure on hospital running 
costs. The Board can then examine separately the justification 
for each 'special item' and make their final allocations to Man- 
agement Committees in the light of the relative merits of their 
proposals — ^whether, for example, A needs new sterilizing equip- 
ment more than B needs some extra washbasins or C to have its 
entrance drive resurfaced. Where the Regional Board does not 
maintain such controls, Management Committees are them- 
selves compelled to review any marginal items in their spending 
plans when they come to prepare their Estimates within their 
Allocation, as this is normally less than their initial Forecast of 
expenditure for the year. 

Government departments and local authorities must likewise 
review their plans when budgeting to distinguish most essential 
items and decide priorities among them. The procedures are 
seldom so formally defined as in the hospital service. Thus 
government departments, in assembling their Estimates, note 
how much represents unavoidable commitments, which items 
they could reduce if pressed, and whether these economies 
would involve major revisions of government policy. In this 
way they are prepared for the ensuing discussions with the 
Treasury or in the Cabinet when they may be asked to 
reduce their Estimates on grounds of national economic strin- 
gency. 

Local authority spending departments may also work out 
priorities among non-essential items in the course of preparing 
their Estimates. Sometimes, however, the main work of dis- 
tinguishing these falls upon the treasurer and the finance commit- 
tee. This is especially true in smaller authorities and services 
where spending departments tend to rely more on the treasurer 
for guidance in all financial matters. Some treasurers prepare a 
brief for the finance committee listing the items which could be 
struck out if any deletions are needed, and the finance committee 
report to the council recommending detailed alterations in the 
Estimates. Elsewhere, the finance committee concern them- 
selves mainly with the total level of the Estimates for each 
main service, leaving spending committees to say exactly where 
the desired cuts can best be made. 
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Deciding the Revenue Required 

In government departments and local authorities, the review of 
spending plans at budget time goes hand in hand with the 
process of deciding the revenue required. This is one reason 
why their procedures appear less clearly defined than those of 
the hospital authorities who do not raise their own revenue and 
consequently have only the expenditure side of their budgets to 
settle. They are spared the responsibility of fixing their own 
income — with all the economic, social and often political conse- 
quences which this may entail. 

Local Authorities, Local authorities have much less discretion 
than the central government in deciding the amount and forms 
of revenue to be levied. As they can only levy rates on real 
property they have no choice between alternative forms of 
taxation. They also have a statutory obligation to levy a rate 
sufficient to cover all expenses chargeable to revenue in the 
year and to provide a working balance, after allowing for sur- 
pluses or deficits from previous years. They are not allowed to 
budget deliberately for large surpluses or deficits. 

Nevertheless councils have a considerable amount of flexi- 
bility in fixing their rates. First, they are free to decide what the 
working balance ought to be, and to vary this amount from 
year to year. Secondly, they have some discretion as to exactly 
which expenses should be charged to revenue and in what years. 
Thus they may decide to finance part of their capital expenditure 
from current income— a very common practice for smaller 
items. Again, many councils have built up special capital or 
repairs and renewals funds from annual contributions from the 
Rate Fund. The maximum annual contribution is generally 
prescribed by statute, but the authority may decide to contribute 
less than this in a particular year and so influence the rate 
required. All these devices, of course, are in addition to the 
most obvious means of adjusting the rate required by direct cuts 
in the planned expenditure provided for in the estimated Rate 
Estimates of the spending committees. 

Having agreed on the total estimated expenditure to be 
charged to revenue in the year, the council still have some 
discretion to vary the amoimt falling upon the rates by 
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adjusting the direct charges to recipients of their services, such 
as payments for home helps or admission to public baths. With 
the notable exception of housing rents, income from charges is 
usually considered too small a fraction of current revenue to 
justify a regular annual review of price and tariff policy before 
fixing the rate. Income from rents must be estimated when 
budgeting because it determines what subsidies, if any, must be 
paid from the Rate Fund to the Housing Account. But the level 
of rents need not necessarily be reviewed each year. In one 
large Scottish city the rents charged in 1958 were still at the 
same level as in 1938. But as Housing Account estimates must 
be drawn up annually to determine the Rate Fund contribution, 
the council have an opportunity then to consider whether rents 
ought to be revised and the effect upon the amount to be 
demanded from the ratepayers. 

The decision to revise — or not to revise — ^housing rents 
raises important issues of social policy that can ultimately only 
be resolved by the council itself. The policy adopted may be 
worked out informally through political party machinery or 
other unofficial consultations among the majority of the council. 
The treasurer's and spending departments endeavour to keep all 
members impartially informed of the probable consequences of 
the alternative courses of action. But political and electoral 
considerations usually mix with administrative and financial 
motives in determining the final decision on any issue affecting 
the total rate required. To maintain the rate at the same level 
for several years, for example, does not merely simplify 
administration but tends to check public criticism of the cost of 
local services. In county councils, where elections are held 
triennially, there can also be a temptation to hold down the 
rate as far as possible in an election year. This may lead the 
council to budget for larger balances in the other years in the 
hope of starting the election year with a good sum in hand. 

The Central Government, Decisions as to raising revenue are 
of much greater importance in framing the national budget. 
Unlike a local authority the government is free to budget for 
a surplus or deficit. Nor is it tied to one main source of revenue. 
An immense variety of taxes and direct charges are imposed 

118 



THE REVENUE BUDGET: BUDGETING & POLICY-MAKING 

and the Chancellor can always ask Parliament to add entirely 
new ones if he so desires. Moreover, government transactions 
are on such a large scale that the volume and direction of 
government spending and taxation has profound effects on the 
whole national economy. No national budget can be framed 
without regard to the far-reaching economic and social impli- 
cations of both the relationship between income and expenditure 
and the alternative means of raising the revenue required. 

The relationship between revenue and expenditure has be- 
come a point of major polic}?- only within the last generation. 
The idea that the budget could be a vital weapon for regulating 
the national economy began to be propounded by economists in 
the 1930s, but was not accepted as official policy until the 
Second World War. From 1940 onwards fiscal policy was 
deliberately designed as a weapon to restrain inflation, and in 
1944 the Coalition Government's White Paper on Employment 
Policy explicitly recognized that 'a rigid policy of balancing the 
Budget each year regardless of the state of trade' would be 
incompatible with the economic well-being of the country.^ This 
has remained a basic premise in the budgetary policy of all 
subsequent governments. It compels them to consider an im- 
mense range of new issues before deciding what shape the 
budget ought to take. In this respect, current expenditure on 
Supply Services cannot be regarded in isolation, but must be 
examined in relation to the whole field of government financial 
transactions — capital as well as current and ‘below the line' as 
well as ‘above the line' payments and receipts. 

This radical change in the approach to budgeting has been 
described by a former Permanent Secretary to the Treasury, 
Lord Bridges, as follows: 

‘Before World War II its relationship to the rest of the 
Government policy depended almost entirely on the fact — 
no doubt a very important fact — that the Chancellor had in 
his Budget to find the cost of any new Government measures. 
. . . Today the estimates scrutiny goes on as usual; but the 
central strategy of the Budget comprehends a balance between, 
1 Cmd. 6527/1944, para. 77. 
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on the one hand, various types of demand — investment, con- 
sumption, Government expenditure and exports; and on the 
other hand supply — domestic production and imports. A bal- 
ance must be reached in such a way that the two sides of the 
equation do not merely balance — as indeed in the end they 
always must — but balance in a way which is to the national 
interest — so that adequate savings will be available to finance 
investment, and that the import-export ratio is compatible 
with a sound balance of payments.'^ 

Thus departments' expenditure proposals have to be looked at 
in relation to the prospective level of employment, prices, 
foreign trade and capital movements. The government must 
decide whether to budget for a surplus or a deficit to counter- 
balance inflationary or deflationary trends. If, as has generally 
been the case since the Second World War, they agree to seek 
a surplus, they must decide how large this ought to be and to 
what extent it should be found by increasing revenue or by 
reducing expenditure. 

The next task is to decide how the agreed amount of revenue 
can best be raised. The revenue departments' estimates of the 
yield of existing taxes will show how much extra revenue must 
be sought by new or increased taxation or how much tax relief 
can be afforded. Attention then focuses on where the additional 
burdens or reliefs should fall. The government must weigh the 
relative merits of direct or indirect and progressive or regressive 
taxes in the light of their distinctive economic and social effects, 
and consider how far to vary the charges for services rendered 
rather than altering general taxation. 

Besides considering how to distribute tax increases or reliefs, 
the government is under constant pressure from experts and 
interested parties to reform the basic structure of taxation — to 
replace purchase tax by a sales tax, for example, or to restore 
initial allowances on capital investment, or to make children's 
allowances variable in proportion to income. Recent Royal 
Commissions on income tax and the taxation of trading profits 

1 Lord Bridges ‘The Elements of Any British Budget’, Administration (Dublin), 
VoL 5, No. 2, Summer 1957, p. 15. 
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have recommended a large number of alterations in the tax 
structure, many of which were brought into effect in the budgets 
of 1956-58. The revenue proposals in the budget are thus the 
culmination of much thought and investigation as to the most 
effective means — economically, socially, administratively and 
politically — of raising total income desired. 

All this calls for expert judgment in applied economics, 
backed by searching analyses of economic trends and prospects. 
For this ministers are supplied with expert advice and informa- 
tion from the Economic Section and other divisions of the 
Treasury, who in turn have consulted the experts in other 
government departments concerned with economic matters. The 
final decisions, however, depend upon the policies and judgment 
of the government of the day. Budgetary policy is thus in the last 
resort a matter for high level ministerial decision by the Chan- 
cellor of the Exchequer, the Prime Minister or the full Cabinet. 
The Cabinet themselves review the general scale of the depart- 
ments’ Estimates and other expenses to be provided for in the 
Budget.The proposals for raising revenue are largely left to be 
devised by the Chancellor of the Exchequer in an atmosphere of 
great secrecy. Usually only the Prime Minister and a few 
Senior Treasury officials are taken into his confidence until he 
explains his complete plans to the Cabinet only the day before 
he is due to present them publicly to Parliament. 

Though the broad lines of the government’s fiscal policy 
may be set beforehand, major issues may emerge while the 
Budget Proposals are under consideration. Twice in recent 
years these have proved sufficiently controversial to lead to the 
resignation of Cabinet ministers. In 1951 Mr Gaitskell’s pro- 
posal to introduce charges for spectacles and dentures in the 
National Health Service resulted in the resignation of Mr 
Aneurin Bevan, although the majority of the Cabinet supported 
the Chancellor in introducing this means of raising additional 
revenue. In 1958, the Chancellor of the Exchequer, Mr Peter 
Thorneycroft, himself resigned when the Cabinet refused to 
reduce the coming year’s Estimates as far as he considered 
essential to his policy of limiting government expenditure ‘as a 
prerequisite to the stability of the pound, the stabilization of 
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prices and the prestige and standing of our country in the world'. ^ 
The budget is not of course the only weapon upon which 
governments rely to influence the course of the national economy. 
Nor is it certain how far it has been or could be effective in 
attaining its objectives. Different parties and persons attach 
varying importance to fiscal methods, and it is impossible to 
isolate these wholly from other operative factors in order to 
measure their effects in any given situation. But the annual 
budget has become the medium whereby the government under- 
takes a regular, comprehensive review of every aspect of its 
activities. In the course of preparing the budget, decisions are 
reached on many issues affecting revenue or expenditure which 
play an important part in directing the course of government 
policy during the year ahead. 


THE BUDGET AS A BACKGROUND TO POLICY-MAKING 

Basic Data for Any Decision-Making 

An approved budget gives the administrator a summary of the 
financial environment within which he has to work. It makes 
readily available to him information on many features of his 
organization's plans and prospects which need to be taken into 
account in considering any change in policy. 

Changes in policy during the currency of a budget may be 
brought about from several causes. An authority may be com- 
pelled to revise its plans owing to events quite outside its 
control, such as increases in wages and salaries decided by 
national awards; changes in prices of raw materials or in the 
charges for services rendered by outside bodies; unexpected 
variations in the demand for the product or service, due perhaps 
to unseasonable weather or epidemics or hold-ups caused by 
breakdowns of plant, natural disasters or labour disputes. 
Another important factor is the influence of changes in govern- 
ment policy on the policies adopted by other public authorities. 
This is especially marked in local government where great use 
is made of ministry regulations and circulars to prescribe the 
terms and conditions on which local services may or must be 
^ Letter to the Prime Minister, January 6 1958; The Times, January 7, 1958, p. 8. 

122 



the revenue budget: budgeting & POLICY-MAKING 

provided. Other changes may be the result of new ideas and 
suggestions originating within the organization itself— a new 
method of doing a job' or a change in the range of products or 
services offered. 

The response to all such new developments or proposals has 
to be considered with regard to their financial implications. 
These can most conveniently be assessed in terms of their 
impact on the budget. The task of estimating their financial 
effects is thereby simplified, because most of the relevant calcu- 
lations will already have been made and it only remains to 
revise the budget estimates to allow for the change in question. 

The budget also helps to ensure that new developments are 
considered with regard to their effect on future prospects, as 
distinct from what effects they might have had in the past. The 
cost of a wage award, for example, should be estimated by 
reference to the numbers likely to be employed in the current 
or future years. In some organizations it has been customary to 
begin by considering how such developments would have 
affected the actual results achieved in the previous year. But 
there is then the difficulty of making allowance for variations in 
the level of activity between one year and another. This is 
avoided by working from the budget which is already geared 
to the volume of activity expected in the current year. Looking 
at the budget also guards against overlooking the more indirect 
financial repercussions of any change. Thus in a transport 
undertaking, a newsservice might appear profitable at existing 
levels of wages and prices, but looked at in its wider context the 
additional net earnings may be more than offset by the cost of 
overtime. 

Both trading and non-trading public authorities are endeav- 
ouring to create a general state of 'budget consciousness' in 
which the automatic response to any new development or 
proposal is to ask how it would affect the budget. The motive 
behind this question will depend on the purpose of the budget 
itself. Where it restricts total expenditure, the important point 
is whether the new item falls within the original plan and if not 
whether compensating savings could be made. The possibility 
of such savings will normally decide whether any desirable 
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but not Strictly unavoidable expenses can be approved. A Hos- 
pital Management Committee, for example, may decide whether 
to replace out-of-date medical equipment according to whether 
they can find the extra money by cutting down on building 
maintenance or buying new furniture. Trading undertakings, 
not being tied to a fixed total income and expenditure, are more 
concerned with how new developments are likely to affect their 
profitability, as reflected in their budgeted net surplus or deficit 
for the year. They often have more opportunity than non- 
trading authorities to adjust their income by varying charges. 
But they also seek to offset increases in costs by economies in 
working wherever possible. 

Besides considering new developments and proposals in rela- 
tion to the budget as they arise, there is room for regular annual 
reviews of policy on the basis of the data revealed in each suc- 
cessive budget. Particularly important are the reviews of prices 
and costs which have become a normal sequel to budget prepara- 
tion in several of the nationalized industries. Here, as in pre- 
paring the budget, questions of financial policy and efficiency 
are inextricably interrelated. The following sections refer to 
some of the main questions likely to arise. 

Measures to Increase Efficiency 

In both trading and non-trading undertakings the budget can 
serve as a starting point for action to reduce costs or offset 
increased costs by improvements in efficiency. Estimates can be 
compared with some kind of standard costs, with the estimates 
for comparable units within or outside the undertaking, or with 
expenditure by the same unit in the previous year. These tests 
show where the estimated expenditure appears inexplicably 
high. The most marked anomalies can then be selected for 
detailed inquiries with a view to discovering whether any 
changes in policy or methods might help to lower costs. 

Some local authorities make a practice of noting any apparent 
cost anomalies in their Estimates for investigation after the 
budget has been approved. In one county borough, queries 
into the estimates for heating schools led to a comparative 
study of the costs of heating at individual schools, some search- 
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ing inquiries into the economies of different kinds of heating 
systems, and consequently representations to the Education 
Committee to review their policy in this regard. On another 
occasion, inquiries into an estimated increase of expenditure at 
the College of Art led to a close examination of the ratio of 
staff to students. This brought to light a large number of classes 
with very few students and resulted in the establishment of 
a minimum standard of numbers per class and the discontinuance 
of some existing classes. 

The National Coal Board are developing similar techniques 
of following up cost variations in their non-operational expendi- 
ture budgets. They usually start by comparing the estimated 
unit costs for particular items or services in the budget of dif- 
ferent Divisions, Areas or individual spending units for the 
same period of time. A study of wages and salaries at medical 
centres, for example, revealed that in some Areas the full 
complement of staff was on duty seven days a week. This led 
the Board to issue instructions forbidding unnecessarily extrava- 
gant manning at weekends. Special attention has been given to 
expenditure on staff generally, and where costs appear unduly 
high or low the Board's Staff Department has been asked to 
institute inquiries into present staffing levels. Other policy 
issues raised by the budgets and now receiving further study 
include the organization for Area and Divisional scientific 
work, fuel and manpower requirements for pithead baths, and 
the staffing of training centres. 

These inquiries have to be carried out as a continuous pro- 
cess throughout the year. SuflBciently searching investigations 
into the scope for increases in efficiency cannot be crowded into 
the period between the initial preparation of the budget and its 
approval by the governing body. But the budget serves to pin- 
point the items most deserving of investigation and to supply 
the figures upon which more detailed inquiries and comparisons 
can proceed after the budget itself has been formally approved. 

Fixing Tariff and Charges 

In trading undertakings, the budget can also be a starting point 
for reviewing financial policy in the light of estimated net 
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earnings. Whereas in non-trading public authorities the budget 
is based on the rates and taxes proposed for the coming year, 
trading undertakings normally draw up their budgets on the 
assumption that existing tariffs and charges will continue. Then, 
when the budget has been approved, they proceed to consider 
the desirability of altering prices or other related aspects of 
financial policy such as the extent to which they shall aim to 
finance capital expenditure from internal resources. 

These reviews have proved one of the most important benefits 
of budgeting in private firms. The nationalized industries have 
found them of great value in showing where changes in finan- 
cial policy are called for if they are to fulfil their statutory 
obligation to pay their own way, taking one year with another. 
In this connection, price policy has to be considered in con- 
junction with inquiries into improved efficiency so that addi- 
tional costs are as far as possible offset by greater efficiency 
and not automatically passed on in higher prices to the con- 
sumer. 

The budget enables the adequacy of tariffs and charges to be 
re-examined regularly with regard to the estimated surplus 
or deficit for a future period, instead of waiting until this 
appears in the actual accounts before deciding on corrective 
measures. When the general level of prices is rising or falling, 
it becomes especially vital to settle price policy with a view to 
future expectations and not on the results of previous periods 
when costs and circumstances may well have been very different. 

In the nationalized industries there is an additional incentive 
to look well ahead in framing tariff policy. The time lag be- 
tween the board’s initial decision to seek higher charges and the 
time when these can be put into operation is lengthened by external 
controls. The British Transport Commission have to have their 
draft charges schemes approved by the Transport Tribunal. 
The National Coal Board are bound by their ‘Gentlemen’s 
Agreement’ not to increase the general level of prices without 
the agreement of the Minister of Power. Gas and electricity 
area boards have a statutory obligation to refer any proposed 
change in tariffs to the consultative council, representing con- 
sumers in the area. As most of their revenue is collected on the 
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basis of past consumption, they have to allow for a further time 
lag before all consumers are paying at the higher rates. Alto- 
gether, they reckon that at least six months must elapse after 
deciding to seek higher charges, before they can begin to reap 
the full gain in revenue. 

In the National Coal Board, financial policy for the coming 
year is regularly considered when the Annual Forecasts of 
Financial Results are presented to the Board. In his accompany- 
ing report, the Director-General of Finance draws attention to 
the estimate of financial result at current prices and whether 
any revision of prices or other changes in policy appear to be 
called for. In the gas boards the budgets presented to the boards 
for approval focus attention on the estimated net earnings. If 
a deficit is indicated, steps may then be taken to amend the 
existing tariffs. In both cases, the changes would not be con- 
sidered in detail until after the budget had been approved and 
not as part of the process of settling the budget itself. 

The main use of area electricity boards' Trading Estimates 
has been in reviewing and, where necessary, revising their 
tariffs for supplies to consumers. Any prospect of a deficit is 
reported to the Board as soon as it becomes apparent. There 
can then be a full-scale tariff review at Board level using the 
information available from the Trading Estimates and supple- 
mentary calculations of the effects of different increases in 
charges. The Central Electricity Generating Board prepare 
special Tariff Estimates each autumn for guidance in fixing 
their charges for bulk supplies to Area Boards for the following 
year. Whereas other nationalized boards will often reconsider 
their charges at other times of the year if major changes in 
earnings or costs occur in between the regular reviews, this 
Bulk Supply Tariff is always firmly fixed for a year at a time. 
Flexibility is provided by including 'fuel price variation' and 
'maximum demand' clauses, under which the charge for supplies 
will automatically vary with the cost of fuel and the exent to 
which the simultaneous maximum demand varies from the 
estimates. 

For the airways corporations, charges are laid down by 
international agreement between all operators. The Interna- 
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tional Air Transport Association hold an annual Tariff Con- 
ference each autumn to agree on charges for the coming year. 
As this is before the corporations have prepared their normal 
annual budgets, special revenue budgets giving a broad forecast 
of costs on different routes are drawn up as working memo- 
randa for the tariff negotiations. 

The Post Office, as another major trading concern, use the 
Commercial Forecasts, prepared centrally from their detailed 
cash Estimates, to see whether revenue will be sufficient to 
cover estimated expenses and, if not, to decide what tariff 
increases or other changes are required. These reviews are 
made when the Commercial Forecast is first produced before the 
beginning of the year, and periodically during the year. 

Among local authority trading undertakings surprisingly 
little use appears to be made of an annual budget as a convenient 
basis for regular reviews of charges. An extensive survey by the 
Institute of Municipal Treasurers and Accountants found 'little 
evidence that local authorities have an annual review of their 
scale of charges'.^ Water supply undertakings are an exception, 
since they have to levy an annual water rate calculated to cover 
their estimated expenditure on revenue account during the year. 
Other trading departments often re-examine charges only when 
there has been some major wage award or other increase in 
operating costs, or when the accounts have shown a decline in 
actual earnings. On these occasions, budgets are often prepared 
in order that the new charges can be based on future expecta- 
tions. These ad hoc forecasts are the only budgets ever prepared. 
Where trading undertakings do prepare regular annual budgets, 
however, they have proved valuable in enabling the need 
for changes in policy, especially charging policy, to be foreseen 
before they reveal themselves in the accounts. They also have 
important benefits in controlling the execution of policy, as 
will be examined in the following chapters. 


CONCLUSION 

The budget documents and the budgetary system should exert 
1 The Revenue Budget (1954), p. 11. 
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a continuous influence on the decision-making process by 
providing: 

( 1) Inducements to look ahead and agree on objectives and 
standards before budgeting. 

(2) Occasions for reviewing the total financial impact of 
isolated decisions, and for modifying them if this should 
appear desirable in consequence, 

(3) Up-to-date summaries of financial prospects readily 
available when deciding how to respond to any new 
developments or proposals. 



CHAPTER VI 


THE REVENUE BUDGET: 
MODIFICATION AFTER APPROVAL 


THE approved budget not only provides top management with 
basic data for policy-making but also lays down the results 
which each part of the organization is expected to attain. It 
defines the responsibilities of subordinates and provides criteria 
against which their actual results will be judged. Its value 
depends on its being regarded as a firm plan, forecast, author- 
ization or yardstick which cannot normally be altered once it 
has been approved and enacted by the governing body. 

In practice, however, it has to be recognized that even the 
most highly efficient estimating cannot guarantee that the right 
provision is made for every eventuality. Some unforeseen new 
development may necessitate alterations in the services pro- 
vided, the scale of operations undertaken or the cost of goods 
and services employed. It is not always possible or appropriate 
in these circumstances to make offsetting adjustments in spend- 
ing plans so as to adhere to the main totals in the budget. The 
extent of these unavoidable changes is generally small in rela- 
tion to the total budget. Nevertheless, budgetary systems have 
to provide for the exceptional cases by arrangements for modi- 
fying the budget after it has been approved. The most usual 
methods are those known as supplementary estimates, virement 
and budget revisions. This chapter examines each of these in 
turn. These facilities are not intended to undermine the general 
principle that the original budget is to be adhered to, but to 
ensure that should this prove impossible the necessary changes 
are properly reported and authorized. 

SUPPLEMENTARY ESTIMATES 

Supplementary estimates are the device whereby the governing 
body authorize some addition to the budgeted expenditure. 
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They may be entirely new items or subheads, or additional 
expenditure for purposes for which the original budget pro- 
vision proves insufficient. In either case, the rule is that supple- 
mentary estimates should not be sought unless the expenditure 
is absolutely unavoidable, and that in this case it should not be 
actually incurred until the supplementary estimate has been 
approved by the governing body. 

The Central Government 

The annual Appropriation Act authorizes departments to spend 
up to a specified amount for the purposes defined in each Vote 
of the Estimates. A department may neither spend more than 
the sums approved nor incur expenditure for purposes outside 
the ambit of an approved vote without seeking further author- 
ization from Parliament by means of a Supplementary Estimate. 
The Treasury may also insist on Supplementary Estimates for 
expenditure which, although within the amounts and purposes 
of an approved Vote, was not contemplated when the Estimates 
were prepared and upon which they consider that Parliament 
would wish to have been consulted beforehand. Sometimes the 
Treasury inform departments that a Supplementary Estimate 
will not suffice to authorize expenditure on the purposes in 
question, and requires them first to obtain parliamentary 
authority for the new service by means of a special Act 
of Parliament. 

A department seeking a Supplementary Estimate must first 
obtain the approval of the Treasury. The Treasury itself pre- 
sents to Parliament all Supplementary Estimates for civil and 
revenue departments. Those for defence departments are pre- 
sented by the departments themselves, after obtaining the 
approval of the Treasury and the Ministry of Defence. 

The procedure in Parliament is similar to that on the original 
Estimates. Supplementary Estimates must first be approved by 
the House of Commons in Committee of Supply. Legislation is 
then passed to give statutory authority for the requisite issues 
from the Exchequer and to appropriate them to the purposes 
of particular Votes. Normally Supplementary Estimates are 
presented in two groups. The first set is presented in June or 
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July in time to be provided for in the Appropriation Act passed 
before the summer recess. The second group is presented in 
February. Before the financial year ends on March 31, they are 
approved by the Committee of Supply and a Consolidated Fund 
Act is passed to allow the necessary sums to be paid from the 
Exchequer. The issues thus authorized in total are later appro- 
priated to particular Votes in the next Appropriation Act, after 
the beginning of the new financial year. 

Supplementary Estimates may be debated by the Commons 
on a Supply Day, but these are traditionally reserved for dis- 
cussion of general issues. The House relies on the Treasury to 
undertake the detailed examination of departments' requests for 
Supplementary Estimates. Treasury approval is by no means a 
foregone conclusion and would only be given if the Treasury 
were satisfied that the additional expenditure was strictly un- 
avoidable and could not be offset by savings on other Subheads 
of the Vote. When seeking a Supplementary Estimate, depart- 
ments are normally expected to revise their estimates for every 
Subhead in the Vote so that the possibilities for compensating 
savings automatically come under review. 

The Supplementary Estimates presented to Parliament are 
set out under the same Votes and Subheads as the original 
Estimates. The difference between the original and revised 
Estimates is shown for each Subhead, with a brief explanation 
of the cause. The reasons given generally fall into one of three 
categories. Some are for new services reflecting policies adopted 
after the Estimates were presented. Examples of these in 
1957-58 included provisions for the newly-established Council 
on Productivity, Prices and Incomes and the Royal Commission 
on Local Government in the Greater London Area — both of 
which were set up during the year; for carrying out a new agree- 
ment to provide free training facilities for Pakistani technicians 
and service personnel; and to give effect to new legislation for 
grants in respect of farming improvements and amalgamations. 
Other Supplementary Estimates are sought to meet additional 
demands on an existing service, for example where local author- 
ities' expenditure ranking for grant exceeds their original fore- 
casts. Finally Supplementary Estimates may be occasioned by 
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increases in the cost of providing the same service, such as wage 
awards or rises in prices. 

Inflation always tends to increase the demand for Supple- 
mentary Estimates, as the original Estimates have to be based 
on the wages and prices current at the time they are made. 
Departments are nevertheless expected to meet higher costs by 
offsetting reductions in expenditure whenever possible. Even in 
the sustained inflation of recent years, Supplementary Estimates 
have remained small in relation to total expenditure. Their 
effects on total estimated expenditure have sometimes been 
further reduced by downward revisions of other Votes. The 
following table shows the position for civil and revenue 
departments:^ 



Supplementary Estimates 

Savings by 
Revised 

Estimated 

Expenditure 


Number 

Amount 
{£ im) 

Estimates 

{£lm) 

( Original plus 
Supplementary) 
{£ im) 

1953-54' 

74 

2S6 

8 

Q,667 

1954-55 

80 

42 

27 

2,7S2 

1955-56 

86 

100 

0 

S,048 

1956-57 

115 

ISO 

S5 

S,413 

1957-58 

97 

145 

14 

3,296 


In none of these years did the Supplementary Estimates amount 
to as much as 10 per cent of estimated expenditure and they 
were often to a considerable extent offset by downward revisions 
of other Estimates. Underspendings on other Votes still further 
reduced the net addition to the expenditure to be financed from 
the Exchequer. 

The Hospital Service 

At the start of the National Health Service, hospital authorities' 
expenditure was far more than their Allocations and approved 
Estimates, and the health departments had to ask for large 
Supplementary Estimates. In 1950, however, they made it 

1 Source: Supplementary Estimates, Civil Appropriation Accounts, Revenue Depart- 
ments' Appropriation Accounts. 
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known that in future they would refuse as a matter of principle 
to consider asking for Supplementary Estimates for the hospital 
service. Since then Boards of Governors and Regional Hospital 
Boards have had to work on the assumption that all increases in 
expenditure, from whatever source arising, must be contained 
within the original allocation. An exception is made for wage 
and salary awards, and for increases in prices as measured by 
the departments' hospital price index. At first such contingencies 
were provided for by including in the original allocations a sum 
for increases in costs likely to mature during the year. Following 
objections from the Public Accounts Committee in 1953-54, 
the Estimates may provide only for wage awards already known. 
Allocations have been based on wages and prices current at the 
time they are made, and supplementary allocations have been 
made to allow for any changes during the year. There is an 
understanding between the health departments and the Treas- 
ury that the Treasury will normally agree to present a Supple- 
mentary Estimate if necessary for this purpose. These were in 
fact obtained in 1955, 1956 and 1957. The understanding also 
provides for the downward revision of allocations in cases of 
decreases in wage and salary rates or in prices, but there has so 
far been no occasion to put this into effect. 

Hospital Management Committees in turn receive supple- 
mentary allocations from their Regional Hospital Board to cover 
increases in prices or rates of remuneration. In addition, Re- 
gional Boards usually hold back a small part of the Management 
Committees' share of their allocation as 'regional reserves'. 
The part of the allocation designated for 'Developments and 
Improvements' is usually distributed only as approved schemes 
come to fruition. The same is sometimes done with the money 
budgeted for 'special items'. Many Regions keep a reserve for 
nursing staff, to cover any additional expenditure due to recruit- 
ing higher numbers than allowed for in the Estimates, provided 
always that the approved establishment for the hospital is not 
exceeded. Supplementary allocations for some of these purposes 
may be made by the Board during the year as the needs arise. 
When the Revised Estimates are prepared, they take stock of 
the amounts remaining in reserve and any additional sums 
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available from Groups who do not expect to spend their full 
Allocation. The total sum remaining can then be distributed to 
the Groups who appear able to use it to the best advantage. 
Groups may then be asked for a second set of Revised Estimates, 
showing how they plan to use their revised Allocation. These 
are approved by the Board as the budgets to which Committees 
must work for the rest of the financial year. No supplementary 
Allocations are available after this unless more money is re- 
ceived for wage and price changes or underspendings are 
discovered in other Groups. 

Regional reserves thus provide an additional element of 
flexibility in the budgets of Hospital Management Committees. 
But the amounts available to Hospital Management Committees 
from all these sources have always been too small to detract 
materially from the general rule that no hospital authority can 
expect to be allowed to add to their approved budget during the 
year except in respect of wage and price changes. In the aggre- 
gate there has been little overspending of the departments' cash 
Estimates, including Supplementary Estimates for advances to 
hospital authorities. Between 1951-52 and 1956-57, the amount 
voted for English Regional Boards was always underspent, by 
amounts varying from nearly 6 per cent of the Estimate in 
1952-53 to about one-eighth of 1 per cent in 1956-57. The 
Estimate for advances to Boards of Governors was overspent 
in two of the six years, but in both cases the excess was well 
below 1 per cent of the amount voted. 

Local Authorities 

In most local authorities spending committees are expected to 
obtain prior authorization for any expenditure not provided for 
in their Estimates. For this purpose Supplementary Estimates 
are drawn up and presented to spending committees, the finance 
committee and the council, in much the same way as the original 
Estimates. In some instances, however, the finance committee 
has delegated powers to approve Supplementary Estimates 
without reference to the Council. 

The general principle is that, since the rates are fixed for a 
year at a time, additions to budgeted expenditure cannot be 
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allowed during the year unless strictly unavoidable — either to 
meet unforeseen demands on the service or to cover increased 
costs due to wage and salary awards or price changes. The 
finance committee and the treasurer normally regard it as part 
of their duty to see that this rule is adhered to by scrutinizing 
requests for supplementary estimates to make sure that the 
extra items cannot be deferred, and keeping watch to see that 
supplementary estimates are sought if it appears unlikely that 
spenders will be able to keep within their Estimates, 

Councils vary considerably in how strictly they insist on 
supplementary estimates. This is obviously affected by the wide 
disparities in the amount of detail included in the Estimates and 
by the varying facilities for transfer between items within the 
same main headings of the budget. In addition, a definite figure 
— ^perhaps £60 or ^100 — is sometimes laid down in Standing 
Orders as the minimum excess below which no supplementary 
estimates are required. Even if there is no such rule, the treas- 
urer usually has some discretion not to insist on supplementary 
estimates for very small amounts. He is expected to bring 
before the council anything of which they would have wished to 
be informed because of the amount or purposes of the excess, 
but at the same time to see that they are not so overburdened 
with trivial excesses as to be unable to give proper attention to 
those of greater importance. This is a very real danger when the 
Estimates are approved in such detail that a number of minor 
variations are almost inevitable. 

Some councils require supplementary estimates only for ex- 
cesses due to unbudgeted work or purchases, leaving committees 
free to overspend their Estimates without further authorization 
provided that they do not go outside the purposes for which 
expenditure was originally approved. They are not called upon 
to justify increases due to wage and price changes that were 
beyond their control. This has the disadvantage that the council 
and the finance committee are not informed of the probable 
effects of these increased costs, which are usually the chief 
cause of variations from the budget, and there is no check on 
how far the increases are really unavoidable and not attributable 
to inefficiency or capable of being offset by greater efficiency or 
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Other reductions in spending plans. Some councils have a special 
procedure for supplementary estimates in respect of wage and 
price changes affecting many services to be initiated centrally 
by the treasurer and presented directly to the finance committee. 
This focuses attention on their total effects and spares each 
spending committee from preparing detailed estimates but still 
has the disadvantage of leaving them no incentive to find com- 
pensating savings to offset the increased costs. 

Among the authorities specially studied in the course of this 
research, it appeared that in recent years large numbers of 
supplementary estimates have generally been sought. The vast 
majority were for increases in rates of remuneration or price 
changes and there was in fact a high degree of restraint in not 
seeking to incur expenditure for purposes not provided for in 
the original Estimates. In 1956-57 for example, one county 
borough spending nearly ^4 million had supplementary esti- 
mates totalling ^138,000, spread over more than 450 different 
items in the budget. In another authority spending over 
£S0 million the total supplementary estimates amounted to 
£205, 5S 1 , covering no fewer than seventy-four separate items in 
the Estimates apart from the two largest services, education and 
health, for which the published summary of supplementary 
estimates was not analysed by subheads. That such large num- 
bers of supplementaries amount to a relatively small proportion 
of total expenditure — approximately 3^ per cent and 0-6 per 
cent respectively — is a reflection of the great detail in which 
expenditure is originally budgeted and approved. 

The usual arrangement for financing excess expenditure is to 
include in the Estimates a central contingency provision to meet 
the estimated total effect of changes during the year. Spending 
committees are normally expected to base their Estimates on 
the costs ruling at the time they are prepared and not to include 
any margin for contingencies. This ensures closer control of 
committees' expenditure and greater accuracy in estimating the 
total rate required. The central contingency provision can be 
less than corresponding departmental provisions would need to 
be, since allowance can be made for underspendings by one 
committee to offset overspending by another. 
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The Nationalized Industries 

Supplementary estimates procedures in trading undertakings are 
generally confined to budgets for fixed or semi-fixed expenses 
which do not vary directly with output. For these it is possible 
just as in non-trading undertakings, to regard income as fixed 
by the approved budget, so that expenditure must also adhere 
to the budget in order to keep within the available income and to 
comply with the agreed standards of service. This may be 
done by insisting that no budget be exceeded without a 
supplementary estimate, which will only be granted if it can 
be shown to be impossible to keep within the budget originally 
authorized. 

Thus the National Coal Board have a system of supplement- 
ary budgets for their budgeted non-operational expenditure. 
The budgets for each spending unit are based on current costs, 
with no allowance for wage and price increases or other con- 
tingencies. Any expenditure in excess of the budget requires 
prior authorization by a supplementary budget. Divisions are 
empowered to approve supplementary budgets within the limits 
of a Divisional Contingency Fund: supplementary budgets 
above this limit can only be authorized by national headquarters. 
Until 1957 Divisions were also authorized to approve supple- 
mentary budgets without limit where the increase was due to 
changes in national policy or in the degree of utilization of 
services. These facilities have now been eliminated in order to 
encourage spenders to find economies to compensate for in- 
creased costs. 

Supplementary budgets are also required by those area elec- 
tricity boards who use Revenue Expenditure Budgets to control 
expenses not directly dependent on sales of electricity. One 
board's financial regulations require prior approval for any 
expenditure outside the amounts or purposes authorized in the 
budget, except for certain items outside the control of the 
board such as wage awards or emergency repairs which must be 
reported for approval retrospectively. The Central Electricity 
Generating Board now require supplementary estimates on 
their Revenue Budgets only in respect of salary and wage 
awards and increases in fuel costs, including freight charges. 

138 



THE REVENUE BUDGET: MODIFICATION 

Other changes in the Revenue Budgets are dealt with in the 
periodic Budget revisions, when expenditure authorized by 
Supplementary Estimates is absorbed into the revised Budgets. 

Budgets of total income and expenditure in a trading under- 
taking are usually flexible, to allow for the effects on variable 
costs and income of any change from the budgeted level of 
activity. Hence it would be inappropriate to insist on supple- 
mentary estimates to authorize any departure from the budget. 
There may also be less need for supplementary estimates to 
inform top management of increased expenditure arising from 
wage and salary awards or price changes, as contingency pro- 
visions to cover these are sometimes included in the original 
estimates. 

General Considerations 

Supplementary estimates are the means of authorizing those 
departures from the budget which at times are unavoidable in 
order to give effect to changes in policy or to adhere to the 
same policies when costs or demands on the service alter during 
the currency of the budget. They are especially vital where the 
budget is a fixed authorization to spend and where the estimates 
are based on current wages and prices and do not provide for 
contingencies to meet changes expected during the year. Both 
these conditions are found in the central government and other 
undertakings such as the hospital authorities financed from 
money voted annually by Parliament; in many local authorities; 
and frequently for fixed and semi-fixed costs in trading under- 
takings. The procedure in each case has to be designed to focus 
attention on the more significant changes in the budget. It is 
important to distinguish (l) between controllable variations 
which spenders should be expected to justify in detail and uncon- 
trollable variations where the main consideration is not whether 
they should be allowed but how they are to be financed; and 
(£) between really substantial variations and the minor modifi- 
cations which can better be dealt with through simpler pro- 
cedures at lower levels in order to let the governing body 
concentrate upon variations calling for major changes in policy 
or measures to improve efficiency. 
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VIREMENT 

'Virement' is a term derived from the old French word virer 
meaning to turn or transfer. It is a device for allowing spenders 
to transfer sums from one subhead or item to another within 
the same heading of their approved budget. This gives an 
additional measure of flexibility to adjust spending plans to 
meet new developments during the year. Since it does not 
affect total spending, virement is usually authorized by some 
intermediary higher authority between the governing body and 
the spender — the Treasury in the central government and the 
finance committee in a local authority. 

The Central Government 

In the central government the Treasury has power to authorize 
virement between subheads of the same Vote of the approved 
Estimates. A department wishing to obtain virement is expected 
to inform the Treasury as soon as overspending on any 
Subhead appears likely, so that they can examine the appli- 
cation and intimate whether it appears suitable for virement. 
At the end of December all departments have to report their 
probable excess or saving on each Subhead, and unless they see 
any objection in principle, the Treasury will give notice, that, 
assuming a similar position is shown in the final accounts 'My 
Lords . . . will be prepared to authorize the excess expenditure 
on Subheads ... to be met from savings on Subheads . . .'.^ As 
soon as the exact out-turn is known and before the Appropria- 
tion Accounts are audited, the department makes a formal applica- 
tion for Treasury sanction to virement of the precise amounts 
which it has been agreed in principle to meet from savings. 

The defence departments have special facilities for virement 
between Votes, as well as between Subheads. The annual Appro- 
priation Act empowers the Treasury temporarily to sanction 
virement from one Navy, Army or Air Force Vote to another, 
provided that any exercise of this power is immediately reported 
by laying a minute before Parliament. Parliament ultimately 
authorizes the transfers retrospectively, after the accounts are 

^ Agtdde, para. 188 . 
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audited, when a resolution approving the exact amounts trans- 
ferred is moved in a special Committee of the Whole House on 
Navy, Army and Air Force Expenditure. This is later reported 
to the House and given statutory effect in the next Appro- 
priation Act. 

Virement between subheads in the Estimates for civil and 
revenue departments is not a power delegated by Parliament, 
but a discretion traditionally claimed by the executive. The 
Treasury do not have to report to Parliament how and when 
it is exercised, although it is understood that they will refuse 
virement and insist on a Supplementary Estimate for any excess 
which involves new items of expenditure not clearly within the 
ambit of the Vote, or whose size or purposes raise questions of 
principle which they consider should come before Parliament. 
In practice a number of applications are refused each year.^ 
The Treasury warn departments not to assume that virement 
will be automatically sanctioned, and may tell a department in 
advance that any savings on a Subhead largely unrelated to the 
rest of the Vote will not be regarded as available to meet 
excesses elsewhere. The Board of Trade, for example, were 
warned not to ask for virement of any savings on a subhead for 
assistance to the the cotton industry where, owing to fluctu- 
ations in world prices, large fortuitous savings were liable to 
accrue. ^ 

Allied to its power to authorize virement, the Treasury has 
the right to authorize the opening of a new Subhead in an exist- 
ing Vote, provided it relates to services within the ambit of the 
Vote. Whether or not the Treasury agrees to virement for the 
opening of a new Subhead depends on the nature of the service 
— ^whether it is novel or contentious — and on the amount of 
money involved, either immediately or in future years. 

Parliament on several occasions asked for some assurance 
that the Treasury would not abuse their power of sanctioning 
virement by concealing changes in the Estimates which Parlia- 
ment might have wished to consider in detail. In 1951 the 
Public Accounts Committee, reported that: 

^ Fourth Report from the P.A.C. 1960-61, H.C. 241, Q. 420Sn. 

* J&., q. 4198. 
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Tarliament might well feel that a larger sub-division of 
Votes would be required if they could not rely on strict 
Treasury control in this matter. Your Committee trust, 
therefore, that the Treasury will limit their sanctions for 
virement to cases which they feel quite certain that Parliament 
would approve and will insist on Supplementary Estimates 
rather than approve virement between subheads providing 
for services of a different nature'.^ 

The Treasury have always refused to give precise undertakings 
on the grounds that it is: 

'essential ... in the interests of prompt and efficient adminis- 
tration that the Treasury's recognized discretion in the 
exercise of this power should not be unduly hampered by an 
attempt to prescribe specific and detailed limitations to what 
is essentially an act of judgment which must be exercised in 
the light of circumstances which will vary from one case to 
another'. 2 

The position has therefore been left: 

'on the basis that the Treasury's discretion will continue to be 
exercised . . . with full regard to the necessity of maintaining 
intact Parliamentary control of public expenditure. If, for 
example. My Lords have any particular reason to suppose 
that the provision of additional funds would be controversial, 
whether by reason of the size of the excess expenditure or 
through any other circumstances, they would naturally think 
it proper that prior Parliamentary sanction should be sought 
by the presentation of a Supplementary Estimate'.^ 

Thus, the Treasury's prerogative remains a matter of mutual 
trust and understanding unshackled by any definite written 
limitations. 

The Hospital Service 

Hospital authorities can obtain permission to transfer funds 

^ Fourth Report from the P.A.C,, 1960-61, H.C. 241, para. 12. 

® First Report from the P.A.C., 1961-62, H.C. 85, Appendix, p. xvi. 

3 IF 
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between subheads in the approved Estimates by applying to the 
health departments in the case of Regional Hospital Boards and 
Boards of Governors, or to the Regional Board in the case of 
Hospital Management Committees. Applications are normally 
made in November and December when submitting the Revised 
Estimates, but further applications for virement will sometimes 
be considered, as the need appears, up to the end of the 
financial year. 

Regional Boards have generally agreed to authorize virement 
when asked. They have taken the view that, as the main object 
of the Estimates is to prevent Committees exceedmg their total 
allocations, they could be allowed to transfer anythmg they 
manage to save on one subhead to meet extra spending on 
another. Their general readiness to allow virement is restricted 
only in so far as the health departments have sometimes ‘ear- 
marked’ some comparatively small percentages of the total 
allocation to be spent on building maintenance. Where the 
Board controls Developments and Improvements, ‘special’ items 
or nurses’ salaries, savings on these are not available for vire- 
ment in the same Group but revert to regional reserves. 
Otherwise Groups appear to have no difficulty in obtaining 
sanction for virement, although they seldom have sufficient 
savings to ask for it except where they are compelled to defer 
non-recurring jobs and purchases to offset excesses on other 
subheads. 

There has nevertheless been some disquiet lest Regional 
Boards are using their powers to authorize virement not only to 
cover excesses on items allowed for in the original Estimates 
but also to make additions to the year’s spending plans — 
notably by undertaking additional ‘Developments and Improve- 
ments’. The Select Committee on Estimates of 1956-57 criti- 
cized this practice on three grounds: that it vitiated the Minis- 
ter’s policy of distributing Development and Improvement 
money in such a way as to even out standards between Regions; 
that the developments may be financed out of savings which 
are not genuine — ^for example by cutting repairs and renewals 
below the level needed to maintain assets in working order; 
and, thirdly, that some once-and-for-all savings, such as the 
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postponement of domestic maintenance, had been used to start 
new developments such as re-opening a closed ward, which 
would entail continuing financial commitments.^. The Minister 
of Health later expressed agreement with the Select Committee 
and has summarized his department's doctrine on the uses of 
virement as follows: 

'It is proper that money saved by measures of economy or 
increased efficiency should be available to finance in the same 
year additional developments and improvements; but develop- 
ments and improvements involving additional expenditure in 
future years should not be financed in this way unless the 
measures producing the savings have themselves equivalent 
continuing effects in future years.' ^ 

Despite the objections in principle to using virement to bring 
new items into the budget, it seems unlikely in the present state 
of the hospital service to lead to any major dislocation of 
priorities. The total amount allowed for Developments and 
Improvements is only about 1 per cent of hospital running costs, 
and in the present financial stringency Groups can seldom save 
anything on their original Estimates to meet additional develop- 
ments. Far more often, they have to cut down on developments 
and improvements or domestic maintenance items in order to 
meet additional spending on recurrent items — ^notably drugs and 
dressings. If they should manage to do more development than 
originally budgeted, this is likely to be on schemes already 
examined and approved in their Forecast for the year and only 
discarded later because it did not appear possible to contain 
them within the allocation. Another argument in favour of a 
free use of virement in the hospital service is that, under the 
present system of fixed annual allocations, the prospect of 
being allowed to use savings for other purposes gives Manage- 
ment Committees their most powerful incentive to economy. 
Moreover, while allocations are calculated largely on the pre- 
vious year's expenditure, Regions can hardly be expected to 

^ Sixth Report from the Select Committee on Estimates ^ 1 966-67, H.C. 222, para. 23. 
* Fourth Special Report from the Select Committee on Estimates, 1967-68, H.C. 
129. p. 5. 
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prejudice their claims for future years by not transferring 
unexpected savings when they already have many desirable 
projects for which no money has yet been found. 

Local Authorities 

The majority of local authorities appear to allow some form of 
transfers to meet overspendings from savings on other items 
within the same main expenditure headings. Power to authorize 
such virement usually rests with the finance committee or some- 
times, at least for small sums, with the treasurer. It is usually 
emphasized that it is not intended to enable committees to 
undertake unbudgeted projects whenever a fortuitous under- 
spending may arise, but only to provide for unavoidable excesses 
or to allow committees to forgo some budgeted item in order 
to bring in another should they wish to change their priorities 
during the year. The treasurer and the finance committee 
examine applications and insist on supplementary estimates 
wherever the purpose or the amounts involved are such that 
they believe the council would wish to take the final decision. 

Some councils definitely forbid virement and insist on 
supplementary estimates for any deviation from the approved 
budgets. This is done to guard against fortuitous savings being 
used to add new items to the spending plans on which the 
budget was founded in the way that has been criticized in the 
hospital service. Failure to recruit sufficient teachers or nurses, 
for example, is not held to justify spending more on equipment 
or redecorations for schools or clinics. Spending committees 
may plead savings on related items as justification for supple- 
mentary estimates, but the finance committee and the council 
claim that their decisions are not xmduly influenced thereby. 

The positive case for virement is lhat it introduces a welcome 
measure of flexibility into budgets which are commonly pre- 
pared in great detail. It provides a simpler and speedier pro- 
cedure than supplementary estimates for authorizing modifica- 
tions in the budget. It prevents the council from being so 
inundated with requests for small supplementary estimates that 
they cannot give adequate attention to the relatively few which 
do involve really substantial sums or questions of major prin- 
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ciple. It also gives the spending committees an incentive to 
economize, through the knowledge that if they can do a job for 
less than they originally estimated they may be allowed to use 
the saving for something else within the same service. 

Nationalized Industries 

Virement, like supplementary estimates, is appropriate only in 
those budgets which authorize a definite amount of expenditure. 
Even in such cases it is not always permitted. One area electricity 
board, for example, insists on supplementary estimates for 
excesses on any subhead in the Revenue Expenditure Budgets, 
regardless of whether there are compensating savings else- 
where. But the general tendency in trading undertakings is to 
allow considerable flexibility within the fixed total by approving 
the estimates under a relatively small number of broad func- 
tional subheads and permitting some virement between them. 
Thus at the same time as the National Coal Board have been 
restricting the facilities for supplementary budgets for non- 
operational expenditure, they have allowed more extensive, 
though not unlimited, opportunities for virement within the 
approved budget. This helps to raise financial efficiency by 
making spenders find economies to offset any unavoidable in- 
creases in costs. The Central Electricity Generating Board also 
allow some transfers between subheads in Revenue Budgets, 
although no major departure from the budget is permitted. 

General Considerations 

The need for virement depends on the detail in which the budget 
is approved and the extent to which the governing body would 
otherwise have to be asked for large numbers of supplementary 
estimates. Virement can be valuable {a) for relieving the gov- 
erning body of considering minor modifications; (6) for simpler 
and speedier authorization of such modifications; and [c) in 
providing an incentive to economize, through the knowledge 
that savings achieved by genuine economies may be retained to 
finance additional projects that could not otherwise have been 
afforded. An essential safeguard is that those who authorize 
virement should see that it is not used to conceal from the 
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governing body anything which because of the purposes or the 
amounts involved they would have wished to be brought to 
their notice. 


BUDGET REVISIONS 

General revisions of all the estimates in a budget are sometimes 
used as a means of increasing or curtailing authorizations to 
spend, and sometimes as a basis for reviewing performances or 
revising policy without imposing or altering any restrictions 
on expenditure. In non-trading public authorities, up-to-date esti- 
mates for the current year usually have to be presented with 
the new estimates for the coming year. They show how far 
actual results are likely to differ from the budget, allowing not 
only for changes authorized by supplementary estimates or 
virement but also for any probable underspendings and any 
changes in the estimated revenue. This supplies more up-to-date 
information on which to base the next year's estimates, and a 
check on compliance with the budget for the current year. 

In trading undertakings, however, budget revisions are especi- 
ally important owing to the need to allow for the effects of 
changes in output and demand on income and operational 
expenditure. The revenue budget must be adjusted to allow 
for such changes if it is to remain a realistic plan, authorization 
or yardstick against which to judge actual results or a valid 
forecast for use in policy-making and keeping check on profit- 
ability. Ad hoc budget revisions are constantly being made for 
policy purposes to show the implications of any new develop- 
ments or proposals as soon as they are known. But they are 
usually supplemented by regular, comprehensive revisions to 
provide a check on results to date and a basis for determining 
future policy. 

The gas boards have to make a revised forecast of their annual 
surplus or deficit halfway through the year for submission to 
the Gas Council. Some boards make this the occasion for the 
thorough revision of their annual Revenue Budget. In one 
board the budget of each works and district is adjusted to allow 
for changes in wages, prices, direct operating expenditure and 

147 



BUDGETING IN PUBLIC AUTHORITIES 

output. Headquarters departments' budgets are revised for 
changes in overheads. The only factor not revised is the esti- 
mated physical standards of production from which operating 
expenditure is calculated. This board also make a somewhat less 
extensive monthly revision to show how the year's results are 
likely to differ from the original budget owing to changes in 
wages and prices and differences between results to date and the 
appropriate portion of the budget. The estimated demand for 
the remainder of the year is not reassessed so thoroughly as at 
the half-year, though allowance would be made for any major 
known changes such as new housing or industrial development. 
Hence the half-yearly budget revision has become primarily a 
check on the accuracy of the monthly revisions, which are the 
main instruments for reviewing output, profitability and the 
efficiency of operating units. 

The area electricity boards and the Generating Board are 
required to revise their Trading Estimates every quarter. Each 
board are left to decide how extensive the revision shall be. 
Some area boards make one full-scale revision halfway through 
the year, when they re-estimate demand for the latter part of 
the year. At the first and third quarters, they only amend the 
original estimates to allow for differences in actual results so 
far and known changes in wages and prices for the rest of the 
year. This has been found to secure greater accuracy, as full- 
scale quarterly revisions created a temptation to make too much 
allowance for short-term fluctuations in demand. The Generat- 
ing Board have also developed a system of regular budget 
revisions for the Revenue Budgets of their Regions and Divi- 
sions. In order to maintain as far as possible a flexible system 
of budgetary control, the original supplementary estimates 
procedure has now been largely replaced by the periodic sub- 
mission of revised budgets which are approved by the Board on the 
recommendations of the headquarters Budgetary Control Panel. 

In the National Coal Board, headquarters are constantly 
amending their overall Forecast of Financial Results to take 
account of changes in wages, prices, demand and any other 
external circumstances as they arise. They do not, however, 
call for regular budget revisions from the lower tiers of their 
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organization. Complete revisions have sometimes been asked 
for halfway through the year when interim results have proved 
seriously at variance with the original Forecasts but these are 
not intended to become a regular practice. The Board's present 
policy is to reduce the frequency of budget revisions and hold 
Divisions to account to achieve a stated result, despite changes 
in output, prices or wages, as an incentive to offset inflationary 
forces by greater efficiency in working. 

British Overseas Airways Corporation have never had a 
regular system of budget revisions. They would revise their 
Revenue Budget during the year if the original estimates were 
seriously invalidated by some major change, such as a post- 
ponement of the delivery date for new aircraft. But deviations 
from the original Operational Plan do not normally have a 
sufficient effect on total expenditure to require regular budget 
revisions. With the monthly results the Board are given a brief 
summary each month showing the aggregate net earnings to 
date, plus the budgeted net earnings for the remaining months. 
There is no attempt, however, to project forward the effects 
of any changes in costs or services that have already occurred 
or are known. 

In general, therefore, the frequency and thoroughness of 
budget revisions depend on how easy it is to revise the original 
estimates and how far the information disclosed can be put to 
practical use in running the business. In the gas and electricity 
supply industries, revision is simplified by the homegeneity of 
the product and the use of agreed standards of production. 
Hence these industries tend to make more use of budget 
revisions than the National Coal Board or the airway corpora- 
tions, for whom revision is a more laborious process and less 
likely to produce substantial gains in accuracy. The tariff 
agreements of the air corporations could also leave them very 
little opportunity for making use of a revised budget as a basis 
for altering services or charges at short notice. 


CONCLUSION 

(l) The budget, once adopted, should be regarded as firm. 
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But it is humanly impossible to estimate precisely for every 
eventuality. Therefore some modification of the budget 
during its currency may be necessary if the underlying 
assumptions change. Trading budgets in particular ought 
to be flexible in this way. 

(2) Such modifications on the budget should be reported to 
and, where appropriate, authorized by higher authority. 
This should be done by presenting supplementary esti- 
mates, applying for virement or submitting revised budgets 
for information or approval. 
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THE REVENUE BUDGET: COMPARISON 
OF RESULTS WITH THE BUDGET 


HAVING examined how budgets are prepared, adopted and if 
necessary modified during their currency, it now remains to 
look at the last phase of the budget cycle — ^how actual results 
are compared with the budget and how this can assist in con- 
trolling the execution of policy or providing a basis for its 
revision. 

Two main questions have to be asked. First, how are the 
budget comparisons made — ^how frequent and extensive are 
they and what special statements and procedures are adopted? 
Secondly, what value are they for helping the administrator 
to adhere to the policies and standards reflected in the budget 
or in bringing to light deviations and enabling appropriate 
corrective measures to be taken. This chapter is concerned with 
the techniques and practical applications of budget comparisons 
in different kinds of public authority. It deals with what is done 
both during the currency of the budget and restrospectively 
when the actual results for the whole period are known. 


THE CENTRAL GOVERNMENT 

Day-to-Day Checks on Payments 

A day-to-day check on payments is maintained on behalf of 
Parliament by the Comptroller and Auditor General. In his 
capacity as Comptroller, he has the duty of seeing that money 
is only made available for such payments as have been 
authorized by Parliament. For Supply Services the total pay- 
ments in any year must not exceed the total spending approved 
by Parliament in the Estimates and authorized in the Consolidated 
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Fund Acts. The normal way of making payments is by 
issuing orders drawn on the Paymaster-GeneraFs Account at 
the Bank of England. This is replenished at frequent intervals 
from the Exchequer Account, into which government revenues 
are paid. Issues from the Exchequer require the consent of the 
Comptroller-General, which he will only give after verifying 
that they will not cause the total amount issued to date to 
exceed the Estimates, including any Supplementary Estimates, 
approved by Parliament for the year. 

This control operates through the following procedure. A 
Royal Order under the Sign Manual authorizes the Treasury, 
wiA the concurrence of the Comptroller and Auditor General, 
to issue from the Exchequer the amounts authorized by Parlia- 
ment in the Consolidated Fund Act. The Treasury at frequent 
intervals — usually each weekday afternoon — ask the Comp- 
troller-General to grant ^Credits on the account of Her Majesty's 
Exchequer'. Having satisfied himself that the sum authorized by 
Parliament will not be exceeded, he writes to the Bank and 
grants a credit to the Treasury on the account of Her Majesty's 
Exchequer of the amount requested. The Treasury ask the 
Bank to transfer the funds from the Exchequer to the Supply 
Account of the Paymaster-General and specifies the Votes in 
respect of which issues are to be made. The Treasury order is 
afterwards sent to the Comptroller-General in support of the 
daily account of Exchequer issues. The Treasury do not, how- 
ever, inform the Comptroller-General in advance of the purposes 
for which money is required. His function at this stage is to see 
that total payments do not exceed the total amounts voted, 
without checking proposed payments against the Estimates for 
each separate service. 

The more detailed day-to-day control of expenditure in each 
department rests with the accounting officer, whose duties have 
been defined as follows: 

'The Accounting Officer signs the Appropriation Account 
prepared annually for each Vote in accordance with the Ex- 
chequer and Audit Departments Act, 1866, and thereby holds 
himself responsible for its correctness. He is the person 
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whom Parliament and the Treasury regard as primarily 
responsible for the balance in the custody of the depart- 
ment. . . 

The accounting officer has a direct responsibility to Parliament 
to see that expenditure conforms to what Parliament has author- 
ized. If there is any dereliction of his duty in this respect, the 
Public Accounts Committee may recommend that the expendi- 
ture be disallowed and surcharged to the accounting officer. 
Should the minister ask him to order a pa3mient which he 
believes to be irregular or improper in a way involving his 
personal liability, the accounting officer should explain his 
objection and the grounds for it in writing. He should not make 
the pa3anent unless the minister gives a written order over- 
ruling his objection. In this case, after making the payment, he 
should inform the Treasury of the circumstances and communi- 
cate the papers to the Comptroller and Auditor General. If this 
procedure is followed, he may expect the Public Accounts 
Committee to acquit him of any personal responsibility. In 
practice, however, such conflicts between the minister and the 
accounting officer are very rare indeed. If they do occur, the 
accounting officer would inform the Treasury and the Comp- 
troller and Auditor General and the difficulty is usually resolved 
informally. 

Accounting officers obviously cannot check the authority for 
every payment themselves, but they are expected to see that 
there is adequate machinery for detailed checking of proposed 
payments at every level in the department. As the Treasury 
minute states: 

‘it is incumbent on them, before making, or allowing pay- 
ments, to satisfy themselves, by means of statements duly 
certified by the Officers entrusted with the detailed duties of 
the account, as to the correctness and propriety of the 
transaction’. 2 

The responsible officers must be told in advance what the 
Estimates will allow them to do, so that before approving any 
payment they can verify that it falls within these limits, 

^ Aguide, para. 93 ’ Ib. 
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Reporting Departures from the Budget 

Checks on payments before authorization should bring to light 
any actual overspending or expenditure on items not provided 
for in the Estimates. But by then the work will already have 
been done or the order delivered. To be in time to stop un- 
budgeted expenditure, the control must start much further back 
when deciding to incur any commitments involving future pay- 
ments. As a recent Financial Secretary to the Treasury has said: 

'The Treasury and the finance divisions of the spending 
departments need to be constantly reporting any change, as 
soon as it comes in prospect, which would put up money 
costs, and asking in good time for the decisions of adminis- 
tration or policy by which the effect of the change, if it occurs, 
can be counteracted.'^ 

The same holds good for all in charge of any branch of work 
within a department. As the Estimates set definite ceilings on 
expenditure, any change in plans or requirements must be 
reported as soon as it becomes known, in order to leave as 
much time as possible to make counterbalancing adjustments in 
other items, to avoid overspending or, if this is impossible, to 
seek a Supplementary Estimate. 

In the Ministry of Works, for example, all whose activities 
affect spending are instructed to notify their immediate superiors 
'as soon as any possibility of a significant saving or excess may 
appear'. The superior officers, whose responsibilities cover a 
wider field, can then consider whether they are likely to be able 
to meet overspendings from underspendings on other items; 
whether some other work can be held back deliberately to make 
this possible; or whether it will be necessary to ask for virement 
or a Supplementary Estimate. 

Regular Budget Comparison Statements 

Comprehensive statements of payments to date compared with 
the Estimates are normally produced at regular intervals during 
the year. They provide a check that any likely variations have 
been reported and any appropriate action taken. They may 

^ Powell, J. Enoch, ‘Treasury Control in an Age of Inflation’, The Banker, 
Vol. cviii. No. 387, April 1958, pp. 216-17. 
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bring to light prospective overspendings or underspendings 
that have so far escaped notice. By reviewing the whole field of 
expenditure, they help to show where prospective overspendings 
can be offset by savings on other items within the same Vote or 
Subhead. They also give senior officers a convenient summary 
of how far their subordinates are adhering to their portions of 
the budget, and a starting point for inquiring into the reasons 
for major variations. 

The Treasury asks all departments once a year for a revised 
forecast of the out-turn on each Vote. As these are submitted 
on January 1, they leave little time to adjust spending plans 
before the end of the financial year. Their main use is in deciding 
whether Supplementary Estimates will be needed and if so for 
what amount. Apart from this, however, some departments 
keep the Treasury informed of the progress of their expenditure 
at much more frequent intervals throughout the year, from 
expenditure statements devised by each department to suit 
their individual requirements. 

Most departments produce monthly statements of payments 
to date, but these in themselves are not enough to indicate how 
expenditure is likely to compare with the Estimates by the end 
of the year. One method of overcoming this problem is to decide 
in advance what proportion of the Estimates ought to be spent 
in each period of the year, and then to compare the actual 
spending to date with the agreed proportion. The proportion 
spent on each Subhead in the corresponding months of previous 
years is often taken as a rough indication of how much ought to 
have been spent so far in the current year if all is going as 
planned. Thus the Ministry of Works, who expect marked 
seasonal fluctuations in much of their expenditure, produce 
periodic statements of expenditure against each Vote and Sub- 
head showing the results not merely in the current year but for 
the corresponding months of the preceding year as well. 

These reviews are concentrated in the middle months of the 
year when they are likely to be useful in regularizing the pace of 
expenditure. For the first few months, the monthly payments 
figures do not give much reliable indication of the general 
trend of payments over the year, while in the last month or two 
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little can be done to influence the final out-turn. Expenditure 
statements are therefore prepared at the end of the third, sixth, 
seventh, ninth and tenth months only. The relevant portions are 
circulated to all with responsibilities for expenditure within the 
department. The finance division make an assessment of the 
overall position, inquiring from the responsible officials to 
check on whether any change in costs or requirements is likely 
to affect their total spending for the year. Prospective over- 
spendings can be divided into two groups — those that are 
relatively uncontrollable, like rents, heating and light, and those 
where it is possible to restrain spending by deferring work or 
purchases. The finance division have to decide how much re- 
straint is needed to counterbalance any uncontrollable over- 
spendings, and whether sufficient savings can be achieved to 
avoid a Supplementary Estimate. Those who authorize expendi- 
ture will then be instructed accordingly, either by general 
exhortations to defer all non-essential work or by specific 
embargoes on particular jobs or categories of work. 

Some other departments do not work on direct comparisons 
of payments with the Estimates, but use the payments figures, 
together with information derived from other sources, to pro- 
duce periodic forecasts of out-turn for the year, which they 
then compare with the Estimate. The Post Office prepares 
revised forecasts of out-turn three or four times a year — in 
April, September, November or December, and — on the engin- 
eering side only — in January. The April figures are used in 
reappraising commercial prospects for the year while there is 
still time to revise charges if necessary in order to avoid a 
deficit on the commercial accounts. The September figures give 
preliminary indications of where Supplementary Estimates or 
virement may be needed, while the later revisions are used to 
decide finally whether either of these must be sought. 

Both the departments mentioned have also devised some 
rougher and simpler checks on their performance against the 
Estimates by reference to manpower statistics. The Ministry 
of Works' monthly returns of labour employed on building are 
taken as a guide to the probable payments falling due two or 
threemonths afterwards. In the Post Office, budgets for Head Post 

156 



COMPARISON OF RESULTS WITH THE BUDGET 

Office Districts are drawn up in terms of manpower and over- 
time SO that Head Postmasters can compare their results with 
the budget according to the numbers of staff and hours worked, 
which at this level are more readily compiled and understood 
than expenditure returns. 

The Post Office also keeps a running check on its trading 
results against its commercial Forecast for the year. The object 
here is to see that prospective earnings are likely to remain 
sufficient to cover costs and make the agreed annual contribution 
of £5 million to the Exchequer. Revised Commercial Forecasts 
are prepared if there is any major change in circumstances, and 
in any case periodically during the year, to see whether any 
alteration in charges or services may be called for to avoid a 
deficit on the Commercial Accounts. The increased charges 
announced in July 1957, for example, resulted from the sub- 
stantial deficit revealed in the revised Commercial Forecast of 
the previous April, due primarily to wage awards announced 
subsequent to the original Forecast. Steps were immediately 
taken to seek a corresponding increase in revenue. The in- 
creased charges came into effect in October 1957 and January 
1958 and were levels calculated to restore equilibrium in the 
Commercial Accounts by the end of 1958-59. 

The Post Office thus has to control expenditure against cash 
and income and expenditure budgets simultaneously. Cash 
Estimates and accounts are used to see how the results of indi- 
vidual Districts, Areas, Regions and departments compares 
with expectations. Their cash payments must then be aggre- 
gated by headquarters and converted to a commercial basis for 
comparison with the Commercial Forecast. The dual obligations 
of adhering to the Estimates and earning a surplus do not 
usually conflict in practice, although they might well do so if 
the level of activity were less stable. In this case, a trading 
undertaking could easily end up with its cash position right but 
a commercial deficit, or with satisfactory net earnings but over- 
spendings or underspendings on the cash Estimates. 

Retrospective Scrutiny: the Public Accounts Committee 
Comparisons of actual results with the budget have long been 
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regarded as one of the keystones of parliamentary control over 
government expenditure. The present procedure for retro- 
spective scrutiny of expenditure on Supply Services remains 
substantially as laid down in the Exchequer and Audit Depart- 
ments Act, 1866. This provided for the audit of departmental 
accounts by the Comptroller and Auditor-General, whose 
reports and investigations provide the starting point for the 
annual review of government expenditure by the Public Ac- 
counts Committee of the House of Commons. 

Departments have to prepare annual Appropriation Accounts 
setting out their actual expenditure and receipts appropriated- 
in-aid as compared with the approved Estimates, including any 
Supplementary Estimates, on each Vote and Subhead. They 
give fewer details of each Subhead than are shown in the 
Estimates, but set out the underspendings or overspendings on 
each Subhead and a brief explanation of the causes of any sub- 
stantial variations. The civil departments' Appropriation Ac- 
counts are published in two volumes, for Classes I to V and 
VI to X respectively, and there is a separate volume for the 
revenue departments and for each of the defence departments. 

The statutory date for the submission of Appropriation Ac- 
counts to the Comptroller and Auditor General is November 30 
for civil and revenue departments and December 3 1 for defence 
departments. In practice the Treasury asks departments to 
submit them by September 30. This leaves six months after the 
end of the financial year for departments to draw up their 
Accounts and prepare their explanations of variations from the 
Estimates, inquiring into any whose justification has not already 
been established through the running checks during the year. 

In the months from September to January, the Comptroller 
and Auditor General completes his examination of the final 
accounts and prepares his reports thereon. Written questions 
are put to departments on points arising from their Accounts, 
perhaps involving the production of further information. Fol- 
lowing these inquiries the Comptroller and Auditor General 
draws up his report which under the Exchequer and Audit 
Departments Act, he is required to submit to the Treasury 
wiA his certificate of audit. The Treasury must then present 
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the audited Accounts and Report to Parliament. The Revenue 
Departments' Appropriation Accounts usually appear in mid- 
November; the Civil Appropriation Accounts, Classes I~V in mid- 
January and Classes VI-X towards the end of February; and the 
Defence Departments' Appropriation Accounts in mid-March. 

The Public Accounts Committee usually meet once or twice 
before Christmas, when they consider the Revenue Depart- 
ments' Appropriation Accounts. Their regular meetings to 
examine the rest of the Appropriation Accounts start in Febru- 
ary and continue, usually twice a week, until about the middle 
of June. A further meeting is held in July to agree on the draft 
of their main report, which generally appears shortly before 
the summer recess. 

Accounting officers are called upon to appear in person before 
the Committee for examination on the Votes for which they are 
responsible. They are often accompanied by other senior officials 
of their department, including the principal finance officer. The 
Comptroller and Auditor General and representatives of the 
Treasury are in attendance whenever evidence is being taken. 
Towards the end of the parliamentary session, the Committee 
report to the House. Their findings are then considered by the 
Treasury, who invite observations from the departments con- 
cerned and decide what action should be taken. They may issue 
instructions to departments to amend their practices and pro- 
cedures, and these will be reported in minutes to the Public 
Accounts Committee in the next session of Parliament. If the 
Treasury disagree with any recommendation of the Committee, 
a reasoned explanation will be set out in the minutes. In 
practice such differences are usually resolved by agreement in 
due course. The Treasury minutes are considered by the new 
Committee and published with their own comments in a special 
report to the House. Thus the annual audit cycle ends about 
two years after the end of the year to which the Accounts relate. 

This whole audit procedure has been described by Mr Herbert 
Morrison as 'a real factor in putting the fear of Parliament 
into Whitehall'.^ It has had far-reaching effects on procedures 

^ Third Report from the Select Committee on Procedure, H.C. 1945-46/189-1, q. 
S227. 
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and attitudes to financial control within the departments. 
Much time and immense care is devoted to preparing answers 
to questions likely to be raised by the Comptroller and Auditor 
General and briefing the accounting officer for his examination 
by the Public Accounts Committee. The deterrent effects are 
seen in the constant and lively concern to do nothing that may 
call down the rebuke of the Committee. Their reports and the 
Treasury Minutes thereon have long been regarded as 'in some 
sort, a body of "case law'' relating to many questions of public 
accounting'.^ 

The prestige of the Public Accounts Committee springs in 
part from its own composition. With fifteen members, it is 
small enough for prolonged deliberations on detailed questions 
unsuitable for debate in the full House. The chairman is always 
a senior opposition member, if possible a former Financial 
Secretary to the Treasury. The Financial Secretary of the day is 
also a member. But the Committee's effectiveness is in very 
large measure due to the expert, independent assistance they 
receive from the Comptroller and Auditor General. His reports 
serve as the starting point for their inquiries, and guide them 
through all the manifold details of departmental accounts to 
concentrate on a manageable number of topics which appear 
most to call for criticism or elucidation. He is their trusted 
adviser who attends all meetings where evidence is taken and 
other meetings as required, briefs the chairman before meetings, 
suggests lines of inquiry, and gives evidence himself and puts 
his own views to the Committee if a department's evidence 
appears unsatisfactory or incomplete. 

The nature of the Committee's power is determined by the 
character of the detailed audit upon which their investigations 
are based. This was described by the late Comptroller and 
Auditor General, Sir Frank Tribe, as a three-fold process. The 
first was 'seeing that the accounts are correct' from the ordinary 
accountant's point of view. Most errors and irregularities of 
this kind can be cleared up by the staff of the Exchequer and 
Audit Department who are stationed in the departments to 
maintain a running audit of their transactions, so that only the 

Agtdde, para. 71. 


160 



COMPARISON OF RESULTS WITH THE BUDGET 

very rare major irregularities reach the attention of Parliament. 

The next aspect of the audit is to see that transactions have 
proper parliamentary authority and conform to the established 
rules of parliamentary and Treasury control of expenditure. 
This, Sir Frank Tribe explained, 'involves questions such as 
. . . whether the money has been applied contrary to the 
intentions of Parliament in voting it, serious discrepancies 
between estimates and the out-turn of the accounts, whether the 
Treasury exercised their power of virement in a way which 
I wonder whether Parliament will altogether approve, the 
question of lack of statutory power for expenditure on con- 
tinuing services, the question of whether the expenditure falls 
within the ambit of the vote, things like the undue accumulation 
of reserves by bodies in receipt of parliamentary grants, and 
items of that nature'. ^ 

Here again few major irregularities occur. It has been very 
rare, though not quite unknovm, for an accounting officer to be 
surcharged for allowing improper payments. Departments very 
largely succeed in complying with the spending plans authorized 
by Parliament. If they do incur excesses, they must apply to 
Parliament for an Excess Vote. The Public Accounts Committee 
considers the circumstances leading to any excesses, which will 
be disclosed in the Comptroller and Auditor General's report. 
If the Committee are satisfied, they authorize the presentation 
of an Excess Vote, which is presented to Parliament immediately 
and passed through the same procedure as a Supplementary 
Estimate. There were only twenty-three Excess Votes alto- 
gether in the ten years between 1947 and 1957. The highest 
number sought in any one year was nine, and in two years there 
were none at all. More than half were for token sums only, as 
there were either compensating increases in revenues which 
could be voted as an additional Appropriation-in-Aid or, among 
the defence departments, savings on another Vote accounted 
for by the same department which could be transferred. Of the 
twenty-three Excess Votes, thirteen were for token sums of 
£l0. The remaining ten amounted to barely £s million, and 
most of this was for one large excess on the Army Vote. The 

1 Third Report from the P.A.C., 1961-62, H.C. 253-i, q. 1773. 
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eighteen Excess Votes for civil departments totalled only 
£33,619, 10^. 9d. including eleven Votes of ^10. 

Underspendings tend to be regarded as somewhat less repre- 
hensible than overspendings, although the Public Accounts 
Committee recently recommended a stricter attitude in ‘regard- 
ing surpluses resulting from overestimating as no less serious 
than excesses'.^ Most large surpluses arise in the departments 
which have peculiar practical difficulties in making an accurate 
forecast because their requirements can be markedly affected 
by changes in commodity prices or the availability of resources. ^ 
In the years 1949-56 the total net expenditure of all depart- 
ments was only some 4 per cent less than the total approved by 
Parliament. On the Votes for civil and revenue departments in 
the same period, the aggregate surpluses, expressed as a per- 
centage of the parliamentary grants, ranged from 10*9 per cent 
in 1950-51 to as little as 1 *2 per cent in 1956 - 57 .^ 

The third aspect of the audit, as described by Sir Frank Tribe, 

‘consists of such things as looking at waste and extravagance, 
lack of control over expenditure, the adequacy of the internal 
audit or check and failure to collect due receipts, losses from 
failure to safeguard cash, and that kind of thing’.^ 

Inquiries into economies and efficiency, unlike the other two 
branches of the audit, are not among the statutory responsi- 
bilities of the Comptroller and Auditor General, and in this 
respect there is no specific sanction such as the surcharge 
against accounting officers who allow improper payments. 
Nevertheless, the most important part of the work of the Public 
Accounts Committee today consists of probing into examples of 
apparent waste and extravagance. The Comptroller and Auditor 
General considers it one of his essential functions to draw their 
attention to any such cases as are discovered in the course of the 

1 Second Report from the P.A.C., 1962-63, H.C. lOS, para. 9. 

* Special Report from the P,A.C., 1963-64, H.C. 67, p. vi. 

® The figures for each year were: 1949-50, 4*8 per cent; 1950-51, 10*9 per cent; 
1951-52, 3*9 percent; 1952-53, 3*4 per cent; 1953-54, 2*7 percent; 1954-55, 5*1 per 
cent; 1955-56, 3*8 per cent; 1956-57, 1*2 per cent. (Source: Civil Appropriation 
Accounts, Reports of the Comptroller and Auditor-General.) 

^ Loc, cit. 


162 



COMPARISON OF RESULTS WITH THE BUDGET 

audit and for which the department has been unable to supply 
satisfactory explanations. 

There has been no attempt to establish a distinct process of 
parliamentary 'efficiency audit', such as exists in Sweden, quite 
separate from the audit of government accounts. The Comp- 
troller and Auditor General has no special staff to inquire into 
questions of this nature, but relies on what comes to the notice 
of his auditors in the discharge of their other functions. Com- 
pared with a specialized efficiency audit, their approach is less 
systematic and necessarily disregards questions affecting effici- 
ency which are not directly reflected in the accounting records 
but would be more readily thrown up by Organization and 
Methods or work study techniques. But this empirical develop- 
ment of the auditors' function reflects an underlying assumption 
of fundamental significance to the whole budgetary process in 
British government — that Parliament authorizes expenditure 
on the understanding that it will be spent with all possible 
efficiency and economy in administration, and that departments 
are expected to show not merely legalistic compliance with the 
amounts and purposes specified in the Estimates but that within 
those limits they have spent no more than is necessary for the 
purpose and have obtained the best possible value for the money 
expended. This contrast between the narrowly legalistic impli- 
cations of the Appropriation Act and the current concept of 
parliamentary control were clearly stated by Lord Bridges, 
when Permanent Secretary to the Treasury: 

'In well-established Government Departments familiarity 
with the necessity for and the meaning of due authority for 
payments is widespread, so that the likelihood of payments 
being irregularly or improperly made is not nowadays very 
high. More important is the responsibility of the Accounting 
Officer for securing "economy", in the widest sense, in the 
administration of his Department. Questions of "Economy" 
in this sense are more a matter of judgment than questions of 
regularity. . . . Nevertheless he must be prepared to defend 
the operations of his Department on any subject which may 
arise in the course of the examination of the accounts. 
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Although questions of policy, as being ultimately the responsi- 
bility of the Government, fall outside the scope of the Public 
Accounts Committee, the methods by which Government 
policy have been carried out are very much the Committee's 
concern. Its examination is not, therefore, confined to estab- 
lishing the sufficiency of the authority for payments made, but 
properly includes questions of management, with which 
economy is inseparably concerned; and in point of fact the 
greater part of an Accounting Officer's examination is nowa- 
days normally directed to questions of '"economy" in the 
widest sense. 

The great difficulty in inquiring into waste and extravagance 
in government expenditure is to find suitable criteria against 
which these can be assessed. Commonsense and empirical 
investigation may reveal obvious maladministration, but in 
many fields the accounts are of little direct help in pointing out 
extravagance. Comparisons of performance with the budget are 
at best a very rough yardstick, since the Estimates are not 
intended primarily to express the proper cost of a given amount 
of work but rather to fix a definite level of spending to which 
departments are expected to try to adhere even though the 
volume or character of the work or the cost of doing it may 
prove to be different from what was assumed in the budget. 

In their search for other standards of efficiency, the Public 
Accounts Committee have called upon departments to supple- 
ment their Appropriation Accounts with other data. Revenue- 
earning services have to furnish trading accounts or statements 
of costs and proceeds on as nearly as possible a commercial 
basis. Unit costing is encouraged whenever practicable. In this 
way, the costs are compared with those of similar units or jobs, 
or with those of the same service in previous years, as in recent 
reports by the Comptroller and Auditor General on school milk 
supplies, medical prescriptions and married quarters for the 
armed forces. Departments have sometimes taken the initiative 
in developing financial yardsticks of efficiency. The Ministry of 
Education in 1957 set up a Cost Investigation Unit to make 
1 Fourth Report from the P.A.C,, 1960-61, H.C. 241, Appendix 2, para. 3. 

164 



COMPARISON OF RESULTS WITH THE BUDGET 

detailed investigations into comparative unit costs at different 
establishments, beginning with a survey of teaching training 
colleges where some material savings have already been 
achieved through inquiring into high costs and studying why 
relatively lower costs had been achieved elsewhere. 

To summarize, therefore, comparisons of performance with 
the budget in the central government proceed on two separate 
planes. First comes the clearly measurable test of conformity 
with the amounts and purposes of expenditure approved by 
Parliament. Secondly, the empirical, less systematic check on 
efficiency against more subjective standards which are seldom 
precisely defined in advance let alone built into the budget 
itself. In both respects the primary responsibility for control 
during the year rests with the accounting officer of each depart- 
ment. Retrospectively, however, there is a searching inde- 
pendent examination by a committee of the House of Commons 
and an independent officer of the House, whose standing is suf- 
ficiently high to supply a powerful deterrent to unauthorized 
expenditure and inefficiency in financial administration. 


THE HOSPITAL SERVICE 

Running Checks on Expenditure 

Hospital authorities' annual Estimates are plans to spend a fixed 
Allocation, variable only when there are changes in wages or 
prices during the year. Their running checks on expenditure 
have therefore been designed primarily to see that the total 
Allocation is not exceeded. 

This control is founded on monthly statements of ex- 
penditure to date against the appropriate proportion of the 
Estimates. Hospital Management Committees submit their 
statements to the Regional Hospital Boards, who prepare 
Regional summaries for the Ministry. Regional Boards and 
Boards of Governors make their own expenditure returns to 
the Ministry. The form of the statements has been laid down by 
the Ministry. The Subheads are the same as prescribed for the 
Estimates, and against each is shown expenditure during the 
month, during the year so far, the proportionate part of the 

165 



BUDGETING IN PUBLIC AUTHORITIES 

approved estimate, and the amount by which this has been 
overspent or underspent. 

Methods of preparing these statements vary considerably. 
Those Regional Boards who approve Management Committees' 
Estimates under more detailed subheads than the departments 
prescribe, normally require the same degree of detail in the 
expenditure returns. Other Regional Boards ask Groups to 
supplement their basic monthly statements with supplementary 
returns — ^weekly, monthly or quarterly — of expenditure on cer- 
tain subheads, notably 'Drugs and Dressings' and 'Provisions'. 
Even where not required by the Regional Boards, a growing 
amount of additional information is being made available to 
Management Committees, including accounts of progress against 
programmes of work, detailed analyses of certain subheads, 
operating costs for transport and laundries, unit costs for 'Pro- 
visions' and 'Drugs and Dressings', overtime statements and 
job costings of work done by direct labour. Groups are usually 
expected to make their statements on an income and expendi- 
ture basis to correspond with the Estimates, but some Regional 
Boards allow them to do so on a cash basis if they wish. This is 
defended on the grounds that it expedites their preparation and 
eliminates the risk of errors in valuing stocks and carry-overs, 
but it means that allowance must be made when interpreting 
the statements for any items of accrued expenditure not yet 
paid for. In deciding the proportionate part of the Estimate 
with which to compare expenditure, some Groups are expected 
to allow for seasonal variations in such items as heating, light- 
ing and outdoor maintenance. Elsewhere all proportions are 
calculated on the assumption that an equal amount is spent each 
month, so that allowance for seasonal fluctuations, as revealed 
by past experience, must be taken into account in deciding 
whether the final out-turn is likely to conform to the Estimates. 

For the Ministry and Regional Hospital Boards the monthly 
statements provide a convenient check on how far authorities 
are succeeding in keeping within their Estimates. They examine 
the statements submitted to them and inquire into the reasons 
for any substantial overspending of the Estimates. The state- 
ments also help Regional Boards to discover where savings in 
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one Group are likely to be available to offset additional expendi- 
ture in another. Their main purpose, however, is to assist the 
responsible officers within the Groups to keep within their 
annual allocations. Many of the larger Groups have delegated 
responsibility for controlling expenditure on certain subheads 
to individual hospitals or departments, and in most cases where 
there is no delegation hospital officers are informed periodically 
of the budgetary position. 

The monthly returns enable Group and hospital officers to 
watch the progress of expenditure from month to month, and 
to take immediate action if necessary to offset any variations 
from the Estimates. In considering the scope for corrective 
action, a Group can divide their expenditure into four main 
categories. The first and largest consists of substantially fixed 
charges; this includes most of the wage and salary bill, since 
the Ministry provide additional allocations for wage awards 
and most Regional Boards do the same for additions to nursing 
staff within the approved establishments. Secondly, there are 
such items as provisions, upon which it should be possible to 
estimate fairly closely but which can easily be overspent unless 
carefully watched during the year. A third group of expenses, 
notably drugs and dressings, can neither be estimated precisely 
in advance nor deliberately adjusted during the year, since they 
depend on the cases coming in and the medical experts’ views 
as to the best treatment. Fuel comes somewhere between the 
second and third categories: the greater part can be budgeted 
like provisions but there is always an element of uncertainty 
owing to weather conditions. This leaves a comparatively small 
number of balancing items where adjustments can be made if 
necessary to keep within the budget. Chief amongst these are 
building maintenance and purchases of furniture, crockery, 
bedding and other domestic equipment. 

The main strategy is to keep special checks on provisions, to 
watch for any tendency to overspend on drugs and the other less 
easily controllable items, and to control the balancing items in 
detail so as to keep total expenditure in line with the budget. 
This means insisting on individual approvals for each non- 
recurring job or purchase, and not approving everything allowed 
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for in the budget at the beginning of the year. This leaves a 
reserve of uncommitted funds which can be diverted to other 
subheads to offset unavoidable overspendings. There must also 
be a reserve of unapproved projects that can be put in hand at 
short notice should underspending appear likely towards the 
end of the year. The delicate balancing process is complicated 
by unpredictable fluctuations in expenditure in the last weeks 
of the year due to the effects of bad weather on fuel consumption 
and outdoor maintenance work. All this demands close co- 
operation between the finance department and the purchasers 
and engineers who directly control the work or ordering of the 
balancing items. 

The techniques adopted to keep within the annual Estimates 
tend to result in some dislocation of long-term priorities. The 
amount actually spent on balancing items of building main- 
tenance or equipment may be more or less than agreed to be 
appropriate when the Estimates were prepared. Repeated vire- 
ment of funds away from building maintenance is particularly 
serious as it must lead in the long run to greater dilapidation 
and increased expenditure. The Ministry have in some years 
tried to guard against this by insisting that a certain proportion 
of the allocation be devoted to building maintenance, but this 
still gives many Groups considerable latitude for transferring 
sums originally budgeted for building maintenance over and 
above the earmarked minimum. Moreover, non-recurrent items 
may not be carried out in order of priority, because the smaller 
and more quickly organized schemes are liable to be brought 
forward to use up the allocation towards the end of the year, 
while large projects for which the need may be greater have 
to be deferred. Where fairly complete lists of works are main- 
tained, however, it is usually the most urgent works already 
budgeted for the following year that are brought forward to 
prevent underspending. 

Retrospective Scrutiny of Results 

Retrospective comparisons of the annual accounts with the 
Estimates come too late to prevent overspending or under- 
spending, Their value is as a deterrent impressing on spenders 
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the importance of keeping within their budgets and maintaining 
effective running checks on expenditure during the year, and as 
an influence towards sounder budgeting in future years. 

Retrospective comparisons can be based either on the last of 
the monthly expenditure statements, which covers the full 
twelve months, or on the final accounts for the year, which are 
not available until some months later. Any substantial over- 
spendings either in total or on particular subheads are usually 
picked out for special investigation. Members or officers of the 
Regional Board may make on-the-spot investigations in the 
Group concerned or Group representatives may be summoned 
before the finance committee of the Board. The result may be 
a formal warning or reprimand to the Management Committee, 
or advice and offers of help from Board officers for improving 
the internal financial controls in the Group. Follow-up action 
of this kind was extremely important in the early years of the 
service, but the need for it has greatly diminished as Groups 
have become more practised in the art of managing on a fixed 
annual income and more aware of the degree of restraint which 
this entails. 

These comparisons of results with the Estimates are con- 
ducted quite separately from either the technical audit of ac- 
counts by special staffs of auditors appointed by and reporting 
to the Minister, or the retrospective checks on economy and 
efficiency or based on hospital unit costs. The Ministry audi- 
tors do not audit the hospital cost accounts. They are expected, 
however, to look into such questions as whether money was 
spent in accordance with the budget and without waste or 
extravagance, and to report to the Minister any evidence to the 
contrary that comes to their notice. But broader aspects of 
financial efficiency are regarded as matters to be dealt with 
primarily through the ordinary administrative channels of 
health departments, Regional Hospital Boards and Management 
Committees. 

As the annual Estimates are not normally varied to allow for 
variations in the demands on the service, other yardsticks of 
efficiency are needed to enable total expenditure to be con- 
sidered in relation to the work actually done, as distinct from 
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what was expected when the Estimates were approved. The 
unit costing system has been devised to fill this gap and now 
provides 'the chief criteria of financial efficiency'^ in the hospital 
service. 

Annual cost statements for each hospital and health depart- 
ment are prepared in the Groups and forwarded through the 
Regional Boards to the health departments, who publish an 
annual volume of 'Hospital Costing Returns' showing separate 
figures for each hospital in the country, broadly classified 
according to type and size. Until 1956-57 all costs were 
reckoned 'per occupied bed' over the hospital as a whole for 
broad expense groupings similar to those used in the Estimates. 
Hospitals of like type were grouped together in the returns. 
These could not, however, take account of detailed differences 
in the services provided at each hospital, and did not allocate 
the costs to the points within the hospital where expenditure 
could really be controlled. A new system of 'departmental' 
costing, to produce separate figures for each main branch of 
hospital work, was introduced in 1957 - 58 . 

The main object of the Costing Returns is to stimulate com- 
parisons between costs at different hospitals of similar size and 
type, with a view to investigating major variations and seeing 
whether there is any waste, extravagance or undue parsimony 
that ought to be corrected. There has been no attempt to lay 
down absolute standards of what the unit costs ought to be. 
The actual costs can only be compared with those at other hos- 
pitals of a similar type or with a Regional or national average, 
and the results of such comparisons have to be interpreted with 
great caution owing to the wide variations in local conditions 
and in the range and quality of services provided. But despite 
their limitations, Costing Returns appear likely to remain the 
best general guide to relative standards in the hospital service. 
They are especially valued by Regional Hospital Boards for 
pointing out where any Group's costs are markedly above the 
average. Their appearance is sometimes the occasion for a 
detailed annual review of Group results by the Regional Board, 

^ Sixth Report from the Select Committee on Estimates, 19S6-57, H.C. 222, para. 
20 . 
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the results of which are borne in mind when settling Groups' 
allocations for future years. Some similar checks can be made by 
Groups as between their various hospitals and departments and 
by the health departments over the country as a whole. Thus 
although the Estimates themselves are not calculated from 
standard costs, the unit costing system, operating parallel with 
the budgetary control, enables hospital authorities to see not 
only that money was spent as authorized in the budget but that 
within those limits reasonable standards of service and efficiency 
were attained. 


LOCAL AUTHORITIES 

Day-to-Day Checks 

Local authorities, like government departments, are expected to 
keep their expenditure within a fixed budget approved by an 
elected body. In local government, however, the elected body 
authorize expenditure and not payments. Hence the council 
have no equivalent to Parliament's arrangements for Exchequer 
issues to be authorized after scrutiny on their behalf by the 
Comptroller and Auditor General. Once the Estimates have 
been approved, expenditure can normally be incurred without 
further reference to the council, unless they fall within a cate- 
gory of large or otherwise important items — ^for example, 
liabilities exceeding ^100 — ^which the council may have ruled 
should come before them again before any liability is incurred. 
As has been seen, councils vary greatly in how strictly they 
expect committees to adhere to their Estimates and when they 
are expected to seek prior approval for variations. Many attach 
great importance to comparing results with the budget as a 
convenient check on whether departments are carrying out their 
policy faithfully and without waste or inefficiency. Others regard 
the Estimates as little more than a prerequisite for fixing the 
rates, and once this is done show little interest in their value as 
a yardstick for assessing the actual results. 

Many local authorities appear to make little use of formal 
budget comparison statements and procedures. Where the scale 
of operations is small and the Rate Estimates drawn up in great 
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detail, spenders find little difficulty in recalling just what the 
budget will allow them to do. They know what staff, how much 
overtime, which purchases or how many miles motoring were 
provided for in the Estimates, and need no special expenditure 
returns to tell them whether they are keeping to their approved 
spending plans. Most of the day-to-day checking will be done 
by the spending committee and officers and the spending depart- 
ments, who must ask before taking any decision involving 
expenditure whether it is covered by the budget. If not, they 
must decide whether to defer it, to find counterbalancing savings 
on other budgeted items or to apply for a supplementary esti- 
mate. The finance committee and treasurer's department must 
pose the same questions on any proposals put forward for 
council approval, but these are usually much fewer in number 
than those decided at officer or spending committee level. 

Compliance with the budget depends on when expenditure is 
incurred when goods are taken from stock or when work done 
under contract is actually performed, as distinct from when the 
payment is actually made. On many items, however, carry-overs 
are insignificant in relation to total expenditure. Payments can 
be watched as a guide to whether results are conforming to the 
Estimates. The treasurer's staff usually examine the invoices 
passed to them for payment and ask the spending departments 
to explain anything which they do not recall having been pro- 
vided for in the budget. By then it is too late to avoid making the 
payment, but there might still be time to make offsetting 
savings or seek supplementary estimates before the end of the 
financial year. 

Records of Commitments 

When placing orders, starting work or engaging employees, the 
responsible officers and committees need to make sure that the 
resultant expenditure will not involve them in expenditure in 
excess of the Estimates for the year. They cannot tell this 
simply by looking at actual expenditure to date but must also 
consider any other commitments already entered into that will 
have to be honoured before the end of the year. This means 
taking note of the value of commitments as they are entered 
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into, deciding how much of these are likely to fall due during the 
year, and watching the progress of this total compared with the 
budget. This is particularly important where the Estimates 
provide a lump sum which will be spent on a large number of 
separate purchases, as for school books or fuel supplies. Checks 
on commitments are often left to the spending departments, 
who are expected to keep sufficient quantitative or financial 
records to stop themselves overspending. There is sometimes 
a running check at a higher level, as when an education depart- 
ment examines head teachers' requisitions for books and 
equipment. 

Most local authorities in Britain only keep checks on com- 
mitments in respect of selected items where there would 
otherwise be a particular risk of overspending. A few, however, 
record commitments on all headings of revenue expenditure as 
a regular part of the book-keeping system. This practice, 
known as 'commitment accounting' is much more widespread 
in the United States where the main accounts are often kept on 
a commitments basis. In this country, while the main accounts 
must always remain on an income and expenditure basis, records 
of commitments are increasingly produced as supplementary 
memoranda for assistance in budgetary control. One borough 
treasurer has for several years supplied all departments with 
weekly 'costing statements' showing all expenditure and com- 
mitments against each subhead in the Estimates. To record 
commitments, spenders are required to supply the treasurer 
with priced copies of all orders placed, and these are included 
in his weekly cost tabulations. When goods are delivered or 
work done and the invoice passed for payment, the actual 
amount shown on the invoice is added to the tabulation in place 
of the estimated commitment previously included. The weekly 
statements thus tell the spenders not merely what has been 
spent so far but how much of their Estimate is committed for 
expenditure resulting from obligations already entered into.^ 
For purposes of budgetary control, however, what matters is not 
the total commitments but the commitments under which 

^ Goodhead, F. B., ‘Comraitraent Accounting’, Telescope ^ Vol. 8, No. 2, July 1956, 
pp. 70-72. 
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expenditure will be incurred during the year. The time lag 
between commitments and expenditure must be correctly esti- 
mated and commitments likely to be carried forward to future 
years deducted from the commitment records in order to 
clarify how much of the current budget remains uncommitted. 

Periodic Expenditure Statements 

The spread of mechanized accounting systems has resulted in 
an increasing tendency for the treasurer's department to pre- 
pare periodic expenditure statements centrally for spending 
committees and departments. Some of these are simply sum- 
maries of expenditure to date, taken from the ordinary account- 
ing records. Others are amplified to show how this expenditure 
compares with the budget- One large city prepares monthly 
comparative statements for all spending committees, showing 
against each subhead in the Estimates: 

Expenditure to date. 

Annual Estimate. 

Unexpected Balance. 

Percentage of Estimate unexpended. 

The departments also receive monthly abstracts showing in 
more detail their expenditure for the month and for the year so 
far. These can be used to find out more exactly why the total 
expenditure may be out of line with the budget. 

One advantage of these separate expenditure analyses and 
budget comparisons is that the former can be produced more 
rapidly, thus reducing the time lag before departments receive 
information upon which they can begin to check adverse trends 
or ascertain whether previous attempts to apply restraint have 
been successful. In the authority mentioned, all departments 
receive their expenditure analyses two to three weeks after 
the end of the month while the budget comparisons are not 
ready for about four weeks. Some of the largest departments 
are also given special returns of wages and salaries in advance 
of the full expenditure analyses. As wages and salaries form a 
substantial proportion of total expenditure, these separate 
returns have been found a reliable indication of general trends 
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and, by coming earlier, assist in producing rapid corrective 
action v^here needed. 

The frequency of budget comparison statements varies greatly 
from council to council and even within a single authority. 
Comprehensive statements, covering all services, are now fairly 
common. But these may be supplemented by more frequent re- 
turns, often every week, for particular items which need specially 
close watching to guard against inadvertent overspending. 
Highway maintenance, fuel supplies or building maintenance, 
are often selected for special attention. Where expenditure 
takes the form of irregular purchases, the main check must be 
by comparing proposed purchases with the budget provision and 
the amount expended or committed to date. Where there is a 
continuing flow of expenditure, as for payment of wages, 
regular statements of outgoings for each week or month are 
a more reliable guide to the final out-turn. 

The control arrangements must also be designed according 
to the spenders' capacity or inclination to make use of the data 
supplied. Some wish to have detailed expenditure analyses as 
a basis for their own internal controls. Others may need simpler 
statements to direct their attention to the main divergencies 
from the Estimates, and more active intervention by the treas- 
urer's department to point out variations and show where 
corrective action appears to be required. The precise arrange- 
ments are usually the result of experiment and collaboration 
between the treasurer and spending departments to find how he 
can best supply the data they need without overloading them 
with unwanted information that may be expensive to produce. 
A regular annual review of all expenditure statements supplied 
to departments has often proved valuable for discovering which 
are no longer used, whether changes in the form or frequency 
would enable them to be better understood and acted upon, or 
whether they should be discontinued altogether. It also gives an 
opportunity to explain the significance of accounting statements 
to those who have to use them, and checks the temptation to 
perpetuate returns when the need for them may no longer exist. 

The officers in the spending departments need to know how 
they stand frequently and in detail, in order to correct any ten- 

175 



BUDGETING IN PUBLIC AUTHORITIES 

dency to overspend. Committees are primarily interested in 
checking that this detailed control is being properly carried out 
by their officers. For this they require briefer statements to 
highlight any major departures from the budget. Many com- 
mittees do not ask for expenditure statements as a regular pro- 
cedure but trust to the treasurer or the spending department to 
draw their attention to anything seriously out of line with the 
Estimates. Where they do receive regular reports, they are 
commonly in less detail than those used by the departments. 
Thus in one county borough, spending committees receive an 
expenditure return once a year only, giving the first six months' 
expenditure in total against each main subhead of the Estimates 
and in detail for each item in any subhead where the appropriate 
proportion of the Estimate has been overspent. This review 
of the position at mid-year comes late enough for the general 
trend of expenditure to be emerging, but leaves time for action 
to restrain expenditure or obtain supplementary estimates be- 
fore the year ends. Details used to be given in respect of all 
items, but they are now given only for overspendings as this 
helps the committee to concentrate on the items where action 
appears necessary. Their main value has been in helping com- 
mittees to decide when to ask for supplementary estimates, and 
to supply supporting evidence for the finance committee when 
these are sought. 

A persistent difficulty in interpreting budget comparison 
statements lies in deciding what proportion of the Estimates 
ought to be spent in each period. Unless this is done on some 
predetermined, rational basis it is easy to explain away apparent 
overspendings at the half-year by saying that more than half the 
estimated work has been done, while dangers of overspending 
may be overlooked when the greater part of the work normally 
falls in the later part of the year. If 50 per cent of the year's 
Estimate for fuel were spent in the first six months, this could 
portend an overspending, if most of the expenditure for fuel 
were due to fall in the succeeding winter months. To draw 
meaningful comparisons with the budget, the Estimates must 
either be phased seasonally to correspond with the expected 
incidence of expenditure, or else those using the statements 
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must examine all items — whether underspent or overspent — 
to see whether the proportion of the Estimate spent corresponds 
to the proportion of budgeted work done. Large authorities 
usually try to phase their Estimates in accordance with seasonal 
fluctuations in expenditure. Small councils may find it more 
convenient to dispense with these refinements and to explain the 
relative progress of work and expenditure in a covering report. 
One council, for instance, have a half-yearly statement showing 
the actual expenditure and the balance of the Estimate on each 
subhead, accompanied by a report from the treasurer explaining 
where and why the final result seems likely to differ from the 
Estimates. 

Not all councils make regular reviews of expenditure against 
their Estimates, at either officer or committee level. In small 
authorities the unconscious budgetary control already referred 
to may make formal comparisons unnecessary. One rural district 
recently abandoned the mid-year budget comparison statements 
on the ground that they never revealed any variation whose 
cause was not already well known. Sometimes, however, it is 
the difficulty of making budget comparisons and not their super- 
fluity which stops their being produced. County councils, for 
example, may find they have too many widely dispersed order- 
ing points to assemble running statements of total expenditure 
in time for them to take action on prospective variations. One 
county council in this position have therefore concentrated on 
producing weekly or monthly running statements for a rela- 
tively small range of services — ^highways, school meals, and so 
forth — ^where there are particular risks of overspending. Their 
only comprehensive check on every service is when Revised 
Estimates are drawn up each autumn to provide the basis for 
the next year's Estimates. This gives an opportunity to com- 
pare the expected results with the Estimates and see where 
supplementary estimates may be needed. But it is usually too 
late to do much to restrain any tendency to overspending. 

To summarize, local authorities use periodic expenditure 
statements for either of two purposes: (i) to assist those 
responsible for spending to keep within their Estimates; and 
(ii) to enable committees or the council to satisfy themselves 
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that this is being done. The responsible officers require full 
statements at frequent intervals and with the minimum delay. 
The council or committees want less frequent and briefer 
reports in a form which directs their attention to deviations 
from the Estimates. A particular problem in local authorities, 
who compared with other public bodies spend smaller amounts 
spread over a wide range of services, is to devise forms of 
budget comparison statements which can serve as reliable guides 
to action or checks on performances without costing much more 
to produce than they are ever likely to save by detecting or 
deterring overspendings. 

Retrospective Review of Accounts 

Retrospective comparisons of results with the budget receive 
far less attention in local authorities than in the central govern- 
ment. There are no local equivalents of the audit of government 
accounts by the Comptroller and Auditor General or their 
examination by the Public Accounts Committee. Local authority 
accounts in England and Wales are audited by district auditors 
appointed by the Minister of Housing and Local Government 
or, in the case of some borough accounts, by elected or pro- 
fessional auditors selected by the council. In Scotland the audit is 
by professional auditors appointed by the Secretary of State. The 
district auditor concerns himself not merely with the technical 
accuracy of the accounts but also with the legality and propriety 
of expenditure, in the broadest sense in which it is understood 
by the Comptroller and Auditor General. The district auditor's 
powers of disallowance and surcharge are, indeed, more real 
than those of the Comptroller and Auditor General in the sense 
that they are not infrequently used. As the budget is a plan 
imposed by the council themselves and not by the law of the 
land the district auditor does not regularly compare the out- 
turn with each heading of the Estimates, although he certainly 
interests himself in whether the overall balance is markedly 
higher or lower than budgeted. 

Local authorities are required by law to publish an annual 
abstract of their accounts. These are used for a variety of pur- 
poses. In particular they serve as an instrument of financial 
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accountability to the government and the ratepayers for the 
use of public moneys, and as a means of comparing costs with 
other local authorities as a starting point for investigating the 
possibilities of improved efficiency. For purposes of budgetary 
control, however, it appears that many authorities make little 
or no use of their final accounts. The treasurer usually makes 
a routine comparison with the budget, but this is often regarded 
more as a check on the accuracy of the accounts than a part of 
the procedure for ensuring compliance with the budget. 

In some authorities, however, it is recognized that the full 
potentialities of budgetary control will not be realized unless 
those who authorize the budget also take steps to make sure 
that it is adhered to. Although this may be done in part by 
running statements during the year, only a retrospective check 
on the final accounts will reveal whether there were any irregu- 
larities through delays in bringing items into account or through 
expenses incurred in the last few weeks of the year. A regular 
annual comparison of accounts with the budget, at committee 
or council level, is therefore needed to complete the budget 
cycle. Comprehensive comparison statements may be presented 
to the spending committees, leaving them to report to the 
finance committee or the council on the reasons for any major 
variations. A regular retrospective review might thus be an 
important deterrent to overspending, bad estimating or failure 
to report prospective variations as soon as they appear likely. 

Such a review might also lead on to broader inquiries into 
questions of economy and efficiency in the use of public money. 
A research team of the Institute of Municipal Treasurers and 
Accountants has recommended that councils set up a committee 
analagous to the Public Accounts Committee to conduct 'a 
continuous process of examination at committee level of the 
expenditure and income of all committees’.^ Like its parlia- 
mentary prototype, such a committee would choose a selection 
of accounts for scrutiny each year and interrogate chief officers 
on the work of their departments. In this way, they could look 
into questions of apparent waste and extravagance as well as 
the more legalistic aspects of compliance with the Estimates. 

^ T/is Revenue Budget, pp. 57-58. 
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The authors believed that a committee could do this without 
having an independent expert like the Comptroller and Auditor 
General to make the preliminary inquiries, since council activi- 
ties are on a sufficiently small scale for a committee to select 
topics and search out information on their own initiative, calling 
on the Treasurer and chief officers to supply factual information 
as required. 

Such inquiries could not cover such a wide field as those of 
the Comptroller and Auditor General. The latter deals with 
many questions such as contracts and prices paid which in a 
local authority would have been decided by the council them- 
selves and would not therefore be open to review by a com- 
mittee. The greater amount of detail in local authorities' Esti- 
mates also has important effects in this connection. The more 
they specify exactly what the money shall be spent on, the less 
scope there is afterwards to ask whether the money was spent 
wisely and well. This would be going back on decisions taken 
by the council in approving the Estimates, and not reviewmg 
the actions of spenders on matters left within their discretion. 
On the other hand, when committees and officers have more 
latitude to regulate expenditure within broad subheads, there is 
more need to see that they have not merely kept within the 
subheads but have made the best use of the money allowed them. 

Trading Undertakings 

The preceding sections were concerned primarily with budget- 
ary control of expenditure on Rate Fund services. Local author- 
ity trading undertakings in England and Wales frequently have 
no regular annual budgets. Where a budget exists, however, 
comparisons of results with the budget are made for internal 
use by the department. Usually there is no question of requiring 
council approval for variations, although committee authoriza- 
tion may be insisted upon for variations in expenditure on fixed 
charges. But the main point of budget comparisons in a trading 
undertaking would be to provide a yardstick by which to assess 
the significance of actual results and decide what action may be 
called for. This aspect of budgetary control is examined in the 
following section as it applies to nationalized industries. The 
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same principles would generally be applicable to local authority 
trading undertakings, although with their much smaller size 
less elaborate and more informal procedures might be a more 
appropriate means to those ends. 

THE NATIONALIZED INDUSTRIES 

Running Checks on performance 

In non-trading authorities budget comparisons are almost en- 
tirely concentrated on expenditure. Income for the year is for 
the most part fixed by the decisions taken when the budget was 
adopted. After that the important thing is to see that spending 
compares with what was originally planned, in order to know 
whether the expected or authorized relationship between income 
and expenditure will be achieved. Trading undertakings cannot 
estimate their income so firmly. It depends on consumers' 
demand and not on taxes and imposts which the citizen is 
obliged to pay. To achieve the right relationship between in- 
come and expenditure is not a matter of keeping to definite 
expenditure plans but of being constantly ready to adjust 
spending to offset changes in income or vice versa. 

Top management are primarily interested in the final result 
for the year — the total output, income and expenditure and the 
net surplus or deficit on revenue account. They therefore require 
budget comparison statements to tell them (i) how far the net 
result is likely to be better or worse than the budget, and 
(ii) the reasons for any such variation — ^whether it is due to 
variations in income or expenditure, and whether these are 
attributable to output, the cost of labour and materials or 
efficiency in operations. In particular, they seek to distinguish 
variations which may be due to factors outside their control, 
such as fluctuations in demand or changes in wages and raw 
material prices, from variations in output or production stand- 
ards for which part of their own organization can be held 
directly responsible.The cause of the variation will determine 
the action taken to redress it: higher selling prices may be 
justified to cover a wage increase where they would not be 
accepted to offset a decline in operating efficiency. Below top 
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management, managers at every level will also be expected to 
compare their results with their portion of the budget. In some 
cases this covers both income and expenditure, so they are 
expected to keep watch on profitability as well as output and 
efficiency. Elsewhere, especially at the lower levels, the budget 
is concerned only with expenditure, leaving higher manage- 
ment to consider how far any variations in costs will affect 
earnings or be balanced by corresponding variations in income. 

The monthly budget variation statement produced by one of 
the gas boards illustrates how variations can be analysed 
according to their causes. Cumulative results for the year so far 
are set out under the following headings: 

Original Budget Surplus. 

Increased Costs /Decreased Income: 

Gas output. 

Gas production standards. 

Gas sales. 

Wages, salaries and pensions. 

Profit margin on sales of appliances. 

Pricing and other items. 

Decreased Costs /Increased Income: 

Gas output. 

Gas production standards. 

Gas sales. 

Wages, salaries and pensions. 

Profit margin on sales of appliances. 

Pricing and other items. 

Revised Budget Surplus. 

Top management receive a summary of the results for each 
sub-area, broken down under these main headings. This enables 
them to see at a glance whether the net results so far are better 
or worse than expected and to locate the sub-areas and items 
responsible for any variations. Variances in income and expendi- 
ture can be traced back, through the more detailed working 
sheets, to the precise factors and persons responsible. Thus top 
management are able not only to keep check on their overall net 
earnings, but will also detect and investigate any adverse varia- 
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tions which in the aggregate are concealed by favourable 
variances in other items or in the results of other sub-areas 
or districts. 

The National Coal Board keep a running check on their 
financial results by means of monthly statements showing col- 
liery profits and losses, both in total and per ton of saleable 
output, and the difference between actual and forecast results. 
As regards expense items which vary with output, it is the unit 
costs which provide the significant criteria in assessing effici- 
ency. For fixed costs, however, the total budgeted expenditure 
is the appropriate yardstick. For non-operational expenses, 
therefore, spenders can be expected to work within a fixed 
annual budget. For colliery operations the intention is to assess 
results against standard costs to isolate variations in efficiency 
from the effects of fluctuations in output. 

British Overseas Airways Corporation have a system of flexi- 
ble budgeting in which the budget itself is altered to allow for 
any differences between the services actually provided and what 
was assumed in the budget. The original estimates are amended 
by using a 'standard cost per fliighF. This is derived from the 
budget by dividing the total estimated costs by the number of 
flights. The 'standard cost' is divided between fixed and variable 
items. The variable costs attributable to any extra or cancelled 
flights are added to or deducted from the estimates to arrive at 
an 'allowed cost' for the service in each accounting period. Thus 
if eighty-eight round trips were budgeted at a 'standard cost' of 
^10,000 per round trip, of which £ 6,000 represented fixed 
costs, and ninety-three round trips were flown, the 'allowed 
cost' would be reckoned as 

Standard cost of 88 flights budgeted ^880,000 

Standard cost of 5 additional flights ... £50,000 

mirm fixed costs included in the above ^30,000 

^ 20,000 

Allowed cost of 93 flights operated ... ... ... ^900,000 

The 'standard' and 'allowed' costs are both analysed depart- 
mentally, and departments are called upon each month to 
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explain how their actual expenditure differs from the 'allowed 
cost'. Variations attributable to extra or cancelled flights are 
calculated centrally for each week of the monthly accounting 
period. The results are summarized in weekly statements for 
top management as follows. Adverse variations are printed in a 
different colour type, represented here by bold type. 

fVeek X 

£ 

1 . BUDGETED SURPLUS /DEFICIT ... ... 6,075 

£. REVENUE £ 

Budgeted 715,000 

Earned 675,285 

Better /Worse in Revenue 39,715 

S, COST OF FLIGHTS 

Budgeted ... ... ... ... 708,925 

Flown (at Standard Rates including 
fixed expenditure of extra /can- 
celled flights) 678,881 

Increase /Decrease in Variable Expendi- 
ture 30,044 

4. ROUTE RESULT against allowed cost 

5. EXPENDITURE VARIANCES 

6. ACHIEVED SURPLUS /deficit 69,055 

In this hypothetical week, the result calculated from 'standard 
costs' would have been a deficit of £5,696 instead of the bud- 
geted surplus of £6,015. But expenditure in previous periods 
had been £69., 651 less than the ‘allowed costs'. This would 
turn the deficit of £5,596 into a surplus of £59,056. Corre- 
sponding cumulative results for the year are given in the 
same table. 

Revenue and allowed costs are calculated each week by evalu- 
ating statistics of the traflBc actually carried at the budgeted 
rates. At four-weekly intervals, these calculations are tested by 
sampling methods and any difference is declared as a variance. 
Expenditure variances are taken from the four-weekly depart- 
mental accounts as soon as they become available, each week's 
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Statement including the net total of all variances reported 
during that week. The weekly statement is not a precise account 
of actual results at the end of the week, but a summary reckoned 
from the most up-to-date information available of how results 
are likely to compare with the budget. In fact, the calculations 
based on standard costs have proved extremely accurate and the 
net total of all expenditure variances reported during the year 
have usually been well under 1 per cent of the total expenditure 
on revenue account. 

The weekly accounting statements thus give management an 
up-to-date summary of overall financial results, how these differ 
from the budget, and to what extent this is due to variations in 
the number of flights operated, or in the revenue from or costs 
of operating a given number of flights. The causes of each 
group of variations are analysed separately. Revenue variations 
and differences between budgeted and allowed costs are analysed 
by routes to show which are earning more or less than expected. 
This helps top management to decide whether to put on more 
or fewer flights than originally planned. The analysis of expendi- 
ture variances, on the other hand, is intended to satisfy the 
management that expenditure is being properly controlled at 
lower levels. Each department, before reporting its monthly 
variances, is supposed to examine them in detail to discover the 
cause and to take any corrective action possible without delay. The 
departmental reports distinguish variances due to new factors 
from those whose cause has already been reported in previous 
periods. Departments are also encouraged to report more fully 
on those items over which they have most real control. The 
Flight Operations Department, for example, makes an excep- 
tionally full analysis of variances in fuel and oil costs for each 
type of aircraft and the Engineering Department does the same 
for variances in manpower employed on engine overhauls. 

By contrast with British Overseas Airways Corporation, some 
area electricity boards have two separate, though interrelated, 
sets of statements. Top management watch aggregate profit- 
ability through the Trading Estimates, which are revised quar- 
terly to show the trend of net earnings. They provide the basis 
on which changes in tariffs are sought if adverse variances do 
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not appear capable of being offset by improvements in efficiency. 
Efficiency at lower levels is watched through Revenue Expendi- 
ture Budgets, confined to expenses within the control of the 
operating units and not directly affected by the amount of elec- 
tricity sold. Headquarters require quarterly statements of bud- 
geted expenses and investigate any marked discrepancies. The 
operating units are expected to keep much closer monthly or 
weekly checks. In some cases weekly labour cost statements are 
supplied to local managers, because these are more rapidly and 
easily prepared than total costs and, being the largest part of 
the Budget, they give a fairly reliable indication of total expendi- 
ture for the period. 

In the Central Electricity Generating Board, Regions, Divi- 
sions and Project Groups prepare periodical statements of 
actual expenditure against their Revenue Budgets for their own 
management purposes and to help in preparing the revised 
Budgets which they have to submit for Board approval from 
time to time. Generating Board headquarters make quarterly 
revisions of their Trading Forecasts, from which they are able 
to ascertain any marked changes in the overall results expected 
for the current and two or three following years. They have 
also instituted a monthly Trading Account to show aggregate 
results to date on a cumulative basis throughout the financial 
year. 

The common features which distinguish the budgetary 
systems of all these industries from those of most non-trading 
public authorities may be summarized as follows: 

( 1 ) The budgets and control statements are designed to show 
the causes of variations, analysing them between output 
and standards or controllable and uncontrollable ex- 
penses, and also by the persons or departments responsi- 
ble: much more is done to show this data on the state- 
ments themselves instead of leaving them to be dis- 
covered from follow-up investigations or covering 
reports. 

( 2 ) The stress on applying budgetary control at inter- 
mediate and lower levels, making each manager responsi- 
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ble for keeping to his allotted portion of the total budget. 

( 3 ) The frequency of budget comparisons, especially at the 
lower levels where the process is simpler. 

(4) The breakdown of the budget into shorter periods for 
control purposes, monthly accounting periods being the 
most common for top level reviews. 

(5) The use of short cuts to give an indication of interim 
results more rapidly than waiting for the full accounts, 
as by supply labour costs only or by the 'standard costs' 
of British Overseas Airways Corporation. 

Retrospective Scrutiny of Results 

The nationalized industries place relatively less emphasis than 
most non-trading authorities on comparing actual results with 
the budget after the end of the year. At this stage, the ultimate 
financial test of their success is whether they have earned 
sufficient to comply with the statutory obligation to earn suf- 
ficient to cover their expenses on revenue account, taking one 
year with another. Interim budget comparison statements help 
them to achieve this object by keeping check on the trend of net 
earnings and the efficiency of operating units. The budget com- 
parisons for the full year come too late to do anything about 
that year's results, and as a guide to future policy they are 
greatly inferior to the new budget for the year then beginning. 
A retrospective comparison may be more use as a check on 
efficiency, but when comparisons are usually made at much 
more frequent intervals during the year the final check is un- 
likely to disclose much that was not already known. By the end 
of the year management are more interested in looking at the 
budget for the following year to see what can be done to 
improve future earnings and efficiency. 

One of the statutory provisions for public control over the 
nationalized industries is that their annual accounts should be 
audited by professional auditors appointed by the minister and 
then presented to the minister and laid before Parliament 
together with an annual report of their Activities. Since 1956—67 
the House of Commons has set up each session a Select Com- 
mittee on Nationalized Industries (Reports and Accounts) to 

187 



BUDGETING IN PUBLIC AUTHORITIES 

examine and report on these documents. The Public Accounts 
Committee also have the right to examine nationalized indus- 
tries" accounts, although they do not have the benefit of a report 
from the Comptroller and Auditor General thereon. Prior to 
the establishment of the other Select Committee, the Public 
Accounts Committee occasionally examined the accounts of one 
or more nationalized industries within their purview, but 
it now seems likely that they will leave them to the Committee 
specially set up to consider them. The latter are adopting the 
procedure of looking into each industry in turn and not trying 
to report on them all every session. Their inquiries deal with a 
selection of leading issues relating to their policy and efficiency, 
carefully chosen to avoid trespassing on matters involving 
either government policy or details of day-to-day adminis- 
tration. 

This parliamentary control, however, is in no sense a form of 
budgetary control. The revenue budgets are not made available 
to Parliament as a yardstick against which to judge the results. 
The late Comptroller and Auditor General once suggested that 
the nationalized industries might be asked to supply a brief 
annual estimate of their total income and expenditure. This, 
he urged, 

"would give Parliament at the end of the year the means of 
comparing what had been expected at the beginning with 
what the out-turn was; and that gives a very fruitful means of 
considering the general financial efficiency of the under- 
taking".^ 

The suggestion has not, however, been revived in practice by 
subsequent Select Committees on Nationalized Industries (Re- 
ports and Accounts). To compel the nationalized industries to 
lay their revenue budgets before Parliament would raise serious 
difficulties. The industries might be hampered in their com- 
mercial operations through having to publish their estimated 
results in advance, and the public might be misled by making 
broad comparisons of results with the estimates without suf- 

1 Report from the Select Committee on Nationalized Industries y H.C. 1952-53/235, 
q. 114. 
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ficiently understanding the causes of the variations and how far 
they were within the control of the undertaking. 

In this connection, the British approach is in sharp contrast 
with the exceptionally strict budgetary controls imposed by 
Congress over wholly-owned federal government corporations 
in the United States. The Government Corporations Control 
Act, 1945,^ brought them within the annual budgeting and 
accounting system of the federal government. Their estimates 
must be approved by Congress as part of the President's budget, 
and their accounts audited by the Comptroller-General. The Act 
makes some allowance for the commercial character of the cor- 
porations by requiring them to present 'a business-type budget' 
and specifying that the audit be conducted 'in accordance with 
the principles and procedures applicable to corporate commercial 
transactions'. In practice, however, the governmental as opposed 
to the commercial approach has determined the spirit in which 
these provisions have been interpreted. Once the staff of the 
Comptroller-General had been expanded by recruiting large 
numbers of professional auditors, the application of the Act has 
created no insuperable practical difficulties. A senior official of 
the Budget Bureau has pronounced it 'highly successful and 
... a notable advance in the art of public administration'.^ 
Yet the present system 'goes far towards . . . eliminating the 
features which have made government corporations useful in- 
struments for enterprise purposes'.® It should be remembered, 
however, that few federal government corporations are self- 
supporting commercial concerns comparable to the British 
nationalized industries. For the latter, it has been essential to 
pay more respect to the need for managerial autonomy in com- 
mercial undertakings by treating budgetary control of expendi- 
ture on revenue account as a matter for the corporations them- 
selves, leaving the 'break-even' test and the annual reports and 
accounts as an adequate basis for Parliament to review their 
operations without hampering their efficiency as trading concerns, 

1 59 Stat. 597, 31 U.S.C.A., SS. 841-871. 

2 Seidman, H. The Government Corporation in Hanson, A. H, (ed.). Public 
Enterprise (Brussels, 1955), p. 47. 

® Cited by Abel, A. S. ‘The Public Corporation in the United States*, in 
Friedman, W., The Public Corporation, (Toronto, 1954), p. 357, 
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CONCLUSION 

( 1 ) Comparisons of results with the budget are necessary both 
during its currency and retrospectively after the accounts 
are closed. Their frequency should be decided according to 
the level of management for whom they are intended, the 
cost and time required to produce them, and the extent to 
which deviations from the budget are likely to arise and 
might otherwise go undetected. 

(2) Such comparisons are essential (a) to keep the estimates 
up to date for policy-making purposes, and ( 6 ) to keep 
check on performance by investigating deviations from the 
results originally expected — ^the technique known as 'con- 
trol by exception’. 

(s) 'Control by exception’ is valuable for maintaining 
simple, rapid and effective control over subordinates, thus 
facilitating delegation of authority within large and com- 
plex organizations. The budget comparison statements 
should therefore be designed to explain the reasons for 
variations and pin-point the individuals responsible. 

(4) The important point in all comparisons is to see that the 
main intentions of top management are respected. This 
involves much more than a detailed, legalistic check on 
compliance with each item allowed for in the budget. It 
also means seeing that, within the limits set by the budget, 
the best possible value for money has been obtained. This 
can often only be done by referring to other records and 
making empirical investigations. The formal budget com- 
parison statements must be regarded as the starting point 
for the inquiries and remedial action that alone, by both 
their positive and their deterrent effects, will result in 
improved financial efficiency. 
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CHAPTER VIII 


BUDGETING FOR CAPITAL 
EXPENDITURE 


THE last twenty years have seen a striking increase in public 
authorities’ capital expenditure. In 1938 gross capital expendi- 
ture on fixed assets in the public sector was less than half that of 
the private sector — £199 million as against £ 4<67 million. By 
1957 the public sector’s share in money terms, had increased 
sixfold, to ^1,502 million, while that of the private sector at 
^1,900 million was only about four times greater than in 
1938. Over the whole period 1948-57 public authorities’ capital 
expenditure was almost equal to that in the private sector — 
^11,177 million as compared with ^11,849 million — and in 
four years, 1951-54, it was greater. Part of the increase in the 
share of the public sector resulted from the nationalization, 
between 1946 and 1950, of several major industries with large 
capital investment programmes, but there was also a large 
volume of investment by the central government and local 
authorities. Of the total gross expenditure on fixed assets in 
the public sector in 1957, local auAorities accounted for £586 
million, public corporations for £671 million and the central 
government for £^ 4<6 million.^ 

The proportion of capital to current expenditure varies be- 
tween the different types of public authority and within each 
group. The following table illustrates the position in the most 
recent years for which figures are available:^ 

^ National Income and Expenditure, 1968, H.M.S.O., 1958; Hicks, U. K., Public 
Finance (1953), p. 99. 

* Sources: National Income and Expenditure, 1968 (central government and local 
authorities); Post Office Commercial Accounts; Annual Reports and Accounts of the 
National Coal Board, Gas Council, Electricity Council, Central Electricity Generat- 
ing Board and Central Electricity Authority, North of Scotland Hydro-Electric 
Board, South of Scotland Electricity Board, B.E.A., B.O.A.C.; Ministry of Health 
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Expenditure in £ million 



Tear 

Current 

Capital 

Central Government 

1957 

5f59,6 

£46 

Local Authorities . . . 

1957 

1,395 

585 

Hospital Boards * ... 

1957-8 

343 

19 

National Coal Board 

1957 

943 

103 

Gas Boards... 

1957-8 

386 

56 

Electricity Supply* 

1957-8 

458 

£40 

Airways Corporations 

1957-8 

84 

44 

Post Office 

1956-7 

359 

103 


* England and Wales only 


In the central government and the hospital service capital 
expenditure was less than one-twentieth of current expenditure. 
Among local authorities, the ratio was nearly one to two, 
tending to be higher for housing authorities than for county 
councils, who have no housing programmes. Among national- 
ized industries, the proportion of capital to current transactions 
ranged from little more than 10 per cent in coal mining to over 
50 per cent for electricity supply and civil aviation. 

The high and expanding volume of capital expenditure has 
drawn attention to the special problems and characteristics of 
budgeting for capital transactions. One important difference 
between capital and revenue budgets lies in their relationship 
to other controls on expenditure. In both cases effective control 
demands that approval of the budget controls be supplemented 
by specific financial approvals for new items of expenditure. 
In the case of current expenses by far the largest part of the 
budget is normally for continuing items or services already 
sanctioned perhaps many years ago. So long as the same pattern 
of operations continues, the budget provides the only occasion 
when such expenditure is brought under regular review. With 
capital expenditure, however, each item is a once-and-for-all 
outlay for a distinct job or purchase needing specific sanction. 
The budget is a summary of estimated expenditure on projects 

(hospital boards). The figures for hospital authorities do not include capital 
charges as a current expense; those for central and local government include 
interest but not depreciation. The figures for the central government include 
expenditure by the Post Office and hospital authorities but this is reckoned on 
diflferent bases from the separate figures; thus central government capital expendi- 
ture here includes ^gl05 million for the Post Office. 
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each of which has been approved or will shortly be put forward 
for authorization. Hence for capital outlays the importance of 
budgetary control as compared with control through authoriziag 
new expenditure tends to be less than it is with current 
transactions. 

Another reason for this difference of emphasis is that the 
amount spent over a given period of time is not the main finan- 
cial criterion of efficiency for capital work. What matters most 
is the cost of completing the whole project. This has to be con- 
trolled by examining the estimated total cost before authoriza- 
tion and using this figure as a yardstick with which to compare 
actual expenditure, both as the work proceeds and upon its 
completion. 

In examining the uses of capital budgets, therefore, the main 
question is to consider how budgetary control can be employed 
to supplement the financial control carried out on a project-by- 
project basis: what is the value of preparing estimates of the 
total capital transactions within a definite period; how can they 
assist in making policy or controlling its execution; and what 
special administrative procedures do they involve. This chapter 
describes the methods of budgeting for capital expenditure in 
each of the four main groups of public authority in this country. 
The following chapter examines the process of carrying out 
a capital budget and the administrative difficulties to which 
this may give rise. 

Different Kinds of Capital Budget 

Before looking at the arrangements in each group of authorities, 
some general points of terminology must be clarified. Two 
distinct kinds of budget are usually needed for capital trans- 
actions. These were defined in Chapter I as 'capital expenditure 
budgets' and 'finance budgets'. A capital expenditure budget 
is concerned with acquisitions and disposals of fixed assets. It is 
derived from estimates of expenditure during the period on all 
jobs or purchases of a capital nature. The finance budget deals 
with the money required for capital expenditure or by way of 
working capital. It shows the amount likely to be available from 
depreciation provisions and other internal resources, and the 
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balance which will have to be found from external sources, 
usually by borrowing. It is thus a reflection of the capital 
expenditure budget and the estimated net earnings on revenue 
account. It is normally considered in close conjunction with the 
capital expenditure budget and this chapter will therefore deal 
with the two concurrently. 

Both capital expenditure and finance budgets may be long- 
term or annual budgets. Since much capital work has to be 
planned some years before completion, long-term budgets may 
be drawn up for periods of perhaps three, five or even ten or 
fifteen years ahead. Separate estimates are usually made for each 
of the years covered. Those for the more distant years are 
necessarily less precise, but can be regularly revised whenever 
the time comes to prepare a new budget, extending further into 
the future. For the year immediately ahead, there is often a 
special annual budget, in more detail than the long-term budget. 
As the following sections show, it is frequently necessary to 
employ both long-term and annual capital expenditure and 
finance budgets for different purposes within the same organ- 
ization. 


THE CENTRAL GOVERNMENT 

Capital Expenditure in the Central Government 
The United Kingdom has no distinct capital expenditure budget 
for the central government. The one annual Budget embraces 
both current and capital transactions. This accords with the 
traditional practice in central government budgeting which con- 
tinues to be followed in many other lands, including both com- 
monwealth and continental countries and the federal government 
of the United States. 

The absence of a separate capital budget need not imply that 
all capital expenditure is included in the budget without differen- 
tiation from current expenses. It is customary in many countries 
to exclude from the budget a number of items of a capital nature^ 
or to show them in a separate section as a charge on special 
funds. The United Kingdom Budget distinguishes the 'above 
the line’ expenditure to be financed from revenue from 'below 
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the line' items which may be met by borrowing. There is a 
somewhat similar distinction in Australia between the Com- 
monwealth's Consolidated Revenue Fund and Loan Fund 
expenditure, and in Italy between the government's 'effective 
expenditure' and the 'movement of capital'. In each case the 
distinction depends primarily on the method of financing and 
is in no sense intended to segregate current and capital items. 
A high proportion of both governments' capital outlays is 
usually met from current revenue, and appears in the same 
section of the budget as their current expenditure. 

A few foreign governments have separate budgets for current 
and capital expenditure. Sweden has an 'ordinary budget' cover- 
ing current transactions and capital charges on fixed assets, and 
a 'capital budget' drawn up as an annual plan of capital invest- 
ment by the central government. The Netherlands budget 
separates 'Ordinary', that is current, from 'Extraordinary' 
items, the latter being subdivided between capital transactions 
and other items such as post-war rehabilitation measures which 
for various reasons have been spread over a number of years. 

The Swedish capital budget is designed primarily to assist h 
planning state investment so as to combat any threat of eco* 
nomic recession. The capital budget proper is supplemented b} 
an 'emergency budget' containing a reserve of capital worl 
authorized provisionally in case it should become necessary tc 
increase puWic investment to offset a decline in employment 

In the Netherlands budget, an important objective has been 
to segregate capital and current items as a preliminary to instal- 
ling cost accounting as a control on efficiency in government 
departments. Like the Swedish system, this demands that esti- 
mates and accounts be kept on an income and expenditure basis, 
in order to show the true cost of goods and services provided 
during the year, including capital charges on fixed assets and 
working capital. 

In the United Kingdom the Budget and the main government 
accounts remain on a cash basis. The suggestion of supple- 
menting this by income and expenditure accounts was rejected 
by the Committee on the Form of Government Accounts in 
1950, except as regards trading activities for most of which 
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Trading A<xounts were already published. The Committee saw 
'no practical advantage to be secured from the adoption of an 
income and expenditure basis of accounting in respect of adminis- 
trative services',^ The tests of profitability by which capital 
projects are judged in a business undertaking were not, they 
felt, relevant to government expenditure outside the trading 
services.^ In addition, there appeared to be 'insuperable prac- 
tical difficulties'^ in valuing capital assets and estimating their 
probable life for depreciation purposes. As regards the measure- 
ment of capital investment for purposes of economic planning, 
the Committee advocated that separate 'policy accounts' such 
as the annual estimates of national income and expenditure 
should continue to be used without interfering with the more 
precise cash-based Estimates and accounts that were desirable 
for purposes of accountability to Parliament.^ 

At the same time, the Committee urged that the form of cash 
Estimates and accounts be designed to inform Parliament and 
the public which items were of a capital nature: 

'It ought to be made possible to pick out from the Appro- 
priation Accounts all expenditure of a capital nature. . . . 
All capital expenditure which is borne on Votes should, we 
suggest, be marked off from other expenditure by the use of 
distinct Subheads. This would make for greater clarity in the 
presentation of the accounts, besides giving information now 
lacking.'^ 

This principle, where not already followed, has since been 
generally adopted. The Treasury's annual Estimates Circular 
reminds departments that, in services where there is any sub- 
stantial amount of capital expenditure, it should be shown in 
separate Subheads. These Subheads, designated by such titles 
as 'New Works' or 'Capital expenditure' constitute the depart- 
ments' annual capital expenditure budgets. These are of course 
on a payments basis. Sometimes they are supplemented by 
more tentative informal long-term capital expenditure budgets. 

^ Final Report from the Committee on the Form of Government Accounts, Cmd. 
7869/1950, para. 50. 

* Ih,, para. 45. ® Ib., para. 46. * Ib., para. 18-27. 
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Separate finance budgets are not normally required, as when 
Parliament authorizes payments in the Estimates it invariably 
goes on to authorize the issue of money from the Exchequer 
to finance them. 

Annual Estimates 

All government departments do not undertake sufficient capital 
expenditure to warrant special capital Subheads in their Esti- 
mates. Among the largest capital spenders are the Ministry of 
Works, the Ministry of Transport and Civil Aviation and the 
Post Office. The Ministry of Works is responsible for capital 
expenditure on government offices and other public buildings 
in the United Kingdom and abroad. In 1956-57 capital expendi- 
ture amounting to million was incurred on the capital 
Subheads of the Ministry of Works' Votes and another 
million was spent on capital work carried out by the Ministry 
on a repayment basis, mainly for other government depart- 
ments. The Ministry of Transport and Civil Aviation in the 
same year spent over £lS million on new construction and 
major improvements on highways and this figure is due to rise 
to £60 million when the current Road Programme reaches its 
peak. Highway construction is carried by local authorities to 
whom the Ministry pays the full cost of work on trunk roads 
and an agreed percentage of their expenditure on classified 
roads. The Ministry is also responsible for capital expenditure 
at aerodromes, some £s million in 1956 - 57 . This is mostly 
carried out on a repayment basis by the Air Ministry's Direc- 
torate-General of Works. The Post Office has the largest 
capital expenditure of any department. In 1956-57 it spent 
about ^100 million for capital purposes. Most of this was for 
engineering work undertaken by Post Office employees or out- 
side contractors, but Post Office building work of a capital 
nature is carried out by the Ministry of Works on a repayment 
basis. 

Capital subheads in the annual Estimates set out the total 
payments to be authorized for such broadly defined categories 
of work as ‘Trunk Roads' or ‘New Works' on public buildings. 
Separate details of each of the larger schemes are usually given, 
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showing their estimated total cost, expenditure to date, esti- 
mated payments in the coming year, the date of authorization 
or commencement, and the expected year of completion. The 
Ministry of Works show details there for all new works 
financed from their own Votes, which are in progress or pro- 
posed to be started, for which the total estimated cost exceeds 
^10,000. Their total Estimate for capital work on public 
buildings is broken down into the estimated payments on each 
of these schemes, a lump sum cut' to allow for schemes falling 
out during the year, a lump sum estimate for minor works 
under ^10,000, and a further lump sum for urgent and unfore- 
seen works. This last item, it should be noted, is exceptional 
in central government budgeting, as no contingency provisions 
are usually allowed. The Ministry of Transport and Civil 
Aviation list all civil aviation schemes over 0,000 in the 
case of civil aviation, but for highways only those costing over 
£Q60,000; in both cases they list only the works in progress 
and not the proposed new starts. 

The annual Estimates for capital work are prepared in much 
the same way as those for current expenses. The initial figures 
are supplied by those directly responsible for spending and 
gradually brought together and re-examined at several suc- 
cessive stages within the departments. There is generally some 
revision at each stage, either to make them more realistic in 
relation to probable progress or costs, or to reconcile them with 
the total volume of capital investment likely to be allowed. The 
figures agreed within the spending department are presented to 
the Treasury, where they are reconsidered against the broader 
issues affecting the total share of the nation's resources devoted 
to capital investment. Further restraint or acceleration of pro- 
posed capital expenditure may then be called for in order to 
combat inflationary or deflationary trends in the national 
economy. 

The preparation of the annual Estimates is thus a time for 
trying to regulate the total volume of capital work according to 
the resources available. This involves reviewing progress on 
works in hand and plans for schemes due to start during the 
year, and adjusting these where necessary. The greater part of 
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a department's Estimates usually consists of instalments on 
schemes already begun, is reckoned by estimating the pro- 
gress likely to be made on each scheme during the year and 
the payments which will fall due as a result. Once work has 
started, little can be done deliberately to alter the estimated 
payments in any particular year. Most of these will be in 
respect of commitments already entered into, and significant 
reductions in the Estimates would probably involve substantial 
liabilities for compensation to contractors and add materially 
to the total costs. 

The other two elements in the annual capital expenditure 
budget, although often a relatively small part of the total, offer 
much more scope for reducing the amount spent during the year 
without adding materially to the total cost of the work. These 
are the provisions for major works scheduled to start during the 
year, and lump sums for smaller capital works of which no 
individual details are given. 

Savings on the annual estimates for major works not yet 
started might be achieved by deferring the start of certain jobs 
until later in the year or postponing them altogether until a later 
year. The amount that can be saved in this way is limited by 
the fact that most large jobs take several years to complete and 
only a small proportion of the total payments fall due in the 
first year. For the general run of highway projects other than 
exceptionally large schemes, it is reckoned that on the average 
expenditure is spread over five years and only 10 per cent of the 
estimated total cost of a scheme will be paid in the first year, 
compared with 20 per cent in the second year and SO per cent 
in each of the next two years. Nevertheless, adjusting the 
timing of new starts is usually the principal means of regulating 
the total amount spent during the year. It is administratively 
simpler and in the long run more economical than trying to 
slow down schemes in progress, and an easier way to find 
substantial savings than by trying to reduce the estimates for 
minor projects. 

In the annual Estimates for minor capital works, more atten- 
tion is given to the total expenditure and less to the individual 
schemes, a high proportion of which will not be authorized until 
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after the total Estimate is settled. Substantial alterations in the 
Estimate can therefore be made if necessary without holding up 
work already started. Hence minor works may have to bear a 
disproportionately large share of any cuts that have to be made 
in a department’s annual estimates for capital expenditure. 

Expenditure on major capital schemes cannot be planned and 
controlled on a year-to-year basis. So much of the Estimates 
represent firm commitments that only small marginal changes 
can be effected by deliberate adjustments in spending plans 
when the annual Estimates are prepared. Long-term capital 
expenditure budgets are needed if schemes are to be planned 
and authorized in relation to an overall programme of capital 
development. A long-term capital expenditure budget can help 
to ensure the best use of limited resources by making depart- 
ments examine their future needs as a whole before deciding 
on individual projects, which can then be planned and authorized 
in an agreed order of priority. A long-term budget also enables 
the total amount of work authorized to be regulated, with a 
view to keeping the total annual payments to a pre-arranged 
level. 

Long-Term Capital Expenditure Budgets 

Government departments have nevertheless appeared reluctant 
to adopt long-term budgeting for capital expenditure. In part, 
this springs from the universal difficulty of making reliable fore- 
casts for several years ahead. In the private sector, this is 
generally recognized, but long-term budgets are drawn up on 
the assumption that, provided they are brought up to date 
regularly, their value as a guide in planning is not destroyed by 
the inevitable lack of precision in the more distant years. In the 
public sector, however, there are additional disincentives to 
long-term budgeting. Because they could not expect to obtain 
the same degree of accuracy as is sought in the annual Estimates, 
ministers hesitate to commit themselves to tentative long-term 
budgets which might well have to be materially altered at a 
later date. A further element of uncertainty is added by the 
prospect of a general election, in Britain never more than five 
years ahead, and the change of ministers and policies which 
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frequently ensues. Nowadays, moreover, government economic 
policy uses variations in public investment to counter variations 
in the flow of private spending. The latter cannot be foreseen by 
government departments, who are consequently unable to fore- 
see in which way the Treasury will try to swing the total of 
capital investment in the public sector. The greater publicity 
given to government budgets and plans as compared with those 
of private firms also discourages the adoption of long-term 
budgets to which it might well prove impossible to adhere. It is 
also argued that long-term budgeting is impossible because 
Parliament will only authorize expenditure on Supply Services 
for a year at a time. This does not, however, preclude tentative 
long-term budgets of capital payments, which would remain 
conditional on Treasury sanction of each individual project 
and parliamentary authorization of expenditure through the 
usual annual Estimates procedure. 

A long-term budget may, of course, be prepared and used by 
a department as a guide in preparing individual projects for 
approval without being publicly announced or formally en- 
dorsed by ministers or the Treasury. The Ministry of Works, 
for example, has a number of long-term programmes for local 
and provincial office buildings, including one to permit the 
release of all requisitioned buildings and another to relieve the 
most serious cases of inferior or overcrowded accommodation. 
Both these received the general approval of the Treasury on 
the understanding that this did not commit them to authorize 
any scheme. A third programme, covering all new building 
work in local and provincial offices for a ten-year period did not 
receive even a general approval from the Treasury but is 
retained by the Ministry for general guidance in its own 
planning. 

Of the long-term budgets of capital payments in current use, 
some originated primarily as assessments of absolute needs and 
priorities. In others the emphasis has been on keeping total 
expenditure within predetermined limits and using these funds 
to the best advantage. Post Office building programmes may be 
quoted as an illustration of the former use of long-term 
budgets, while the most prominent example of the latter are 
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the Road Programmes of the Ministry of Transport and Civil 
Aviation. 

The present system of Post Office building programmes was 
inaugurated in 1952. In 1956-57 capital payments for this pur- 
pose were at the rate of ^8^ million a year, and 174 new 
buildings were started during the year. The building pro- 
grammes are derived from long-term estimates of demand and 
agreed standards of accommodation to cater for it. Regions are 
asked for estimates of their needs, classified in three categories 
of urgency in accordance with standard definitions laid down 
by Headquarters for all kinds of building work. Broad estimates 
of building needs for five years ahead have been made to give a 
general indication of the amount required. The final building 
programme for each year is based on estimates, prepared 
annually, of work to be completed in the second or third year 
ahead. The Ministry of Works, who carry out this capital work 
on a repayment basis, are given a classified list of priorities for 
the country as a whole and asked to tackle the schemes as far as 
possible in the order indicated. The Ministry then draw up the 
final programme of schemes to be started in the year.^ 

Under the original procedure, this whole exercise, until the 
last stage, was a process of estimating relative and absolute 
needs, in order that limited resources could be applied where 
the needs were most urgent. Until thej?' reached the Ministry 
of Works there was no attempt to keep the estimates within 
what was likely to be allowed. Great importance was attached 
to presenting estimates of absolute needs, as measured by 
agreed standards, in order to influence the Ministry and the 
Treasury to devote more manpower or other resources to Post 
Office building work. Once a clearer understanding had been 
reached on the long-term requirements, however, the pro- 
cedure was changed by allocating each Region an approximate 
sum within which to contain its initial requests. 

Road programmes have always been conceived within a 
definite financial ceiling, expressed in terms of (i) the average 
annual payments when the programme is fully under way and 

^ Baker, R. J. S., Tost Office Building Programmes'. Public Administration 
Vol. xxxvi. Summer 1958, pp. 125-143. 
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(ii) the work to be authorized in each year in order to result 
in that expenditure. The limits are agreed between the Minister 
of Transport and Civil Aviation and the Chancellor of the Ex- 
chequer as representing the share of national resources which, as 
far as can be foreseen, can be devoted to this kind of investment. 
The first programme of this kind, announced in 1952, provided 
for authorizations averaging about £l5 million a year for all 
government investment in roads in Great Britain. This figure 
was raised to million in 1955 and again to £60 million 
for England and Wales only in 1957. 

Road programmes set out the new commitments to be 
authorized, the estimated payments against these schemes, and 
the total annual payments including carry-overs on earlier 
authorizations in each year of the programme. The following is 
a summary of a hypothetical programme in which the agreed 
average level of commitments was not to exceed £60 million a year : 


1st year 

Commit- 

ments. 

29 

Payments 

under 

Programme 

2 

Payments 
outstanding 
on earlier 
schemes 

6 

£ million 
Total 
payments 
during the 
year 

8 

2nd „ 

47 

10 

1 

17 

Srd „ 

51 

22 

6 

28 

4th „ 

77 

31 

S 

34 

5th „ 

49 

42 

2 

44 

6th „ 

se 

52 

1 

53 

7th „ 

31 

50 

1 

51 

8th „ 

60 

49 

1 

50 

9th „ 

65 

50 

— 

50 

lOth „ 

53 

50 

— 

50 

The road 

programmes formally agreed between ministers 

and announced to Parliament have usually covered 

a period of 


three or four years, this being as far as governments have felt 
able to commit themselves even tentatively for the future. It is 
not, however, long enough to develop a major programme of 
capital investment in which the larger schemes take several 
years to carry out. The programmes announced to Parliament 
are therefore founded upon longer-term programmes, covering 
perhaps eight or ten years. These are agreed in principle between 
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the Ministry and the Treasury, with the cognizance of 
ministers, as the overall planning programme within which 
the government can decide the more detailed four-year pro- 
grammes. 

Once the average annual authorizations are agreed, a pro- 
gramme is built up from separate estimates of the total cost of 
each major scheme, and a lump sum provision for smaller capital 
works. A four-year programme lists all schemes over ^100,000; 
a ten-year programme perhaps only those over £ 500 , 000 . 
These schemes are of course subject to variation if priorities 
change as the programme develops. Special estimates of the 
incidence of payments in each year are worked out for some of 
the very largest schemes. For the majority of schemes, however, 
this is calculated by a formula based on accumulated experience 
of the average percentage of the total cost paid out in each year 
between authorization and final settlement. Although payments 
on individual schemes vary considerably from the average, over 
the large number of schemes imdertaken the variations have 
been largely counterbalancing and total payments have proved 
extremely close to the estimates. 

Roads programmes are not prepared at regular intervals but 
as and when ministers have decided to seek a change in the 
agreed level of authorizations. Much deliberation at ministerial 
and official level ensues before agreement is reached on the 
exact size of the new programme. Desirable schemes are re- 
viewed in greater detail as to their priorities, their probable 
cost and the time needed for their completion. The Ministry 
may work out alternative programmes for discussion before 
the government agrees on a definite programme. Very large 
schemes of major national importance, such as the new Motor- 
ways or the Forth and Severn bridges, are initiated centrally. 
Otherwise proposals for individual schemes mostly emanate 
from local highway authorities and the Ministry's nine Divi- 
sional Highway Engineers, who advise on needs and priorities 
for their particular areas. Ministry headquarters weld their 
recommendations into a co-ordinated programme for the coun- 
try as a whole, endeavouring to ensure not only the end-to-end 
improvement of the main tnmk road but also as far as possible 
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an equitable distribution of resources between areas and a 
proper correlation between the volume of work planned and the 
highway engineers and other personnel likely to be available in 
each area at any particular time. Great attention is given to 
securing a proper order of priority among recommended 
schemes, and efforts have been made to develop indices of 
population, road mileage, traffic volumes and so on as a guide 
to relative needs. 

So far the emphasis has been on deciding relative priorities 
among the most urgent needs rather than estimating absolute 
needs, as was done for Post Office building programmes. A start 
has been made, however, on working out, in the light of the 
latest information on traffic trends, what the country's road 
system will ultimately need to be. A special planning section 
has been set up in the Ministry to undertake this task. Work on 
a trunk road master plan was begun in 1957. This will take a 
long time to complete, but the data collected has already proved 
useful in current planning for determining the relative urgency 
of many competing schemes. Eventually, it should be possible 
to draw up all road programmes as instalments in completing 
the "ideal' highway system. 

Post Office Capital Expenditure and Finance 
Post Office capital expenditure is financed and controlled by 
special arrangements designed to suit a self-supporting trading 
department. Its Commercial Accounts include provisions for 
depreciation as a current expense, which is therefore matched 
by income from Post Office charges flowing in to the Exchequer. 
Capital expenditure not covered by depreciation provisions is 
financed from borrowing "below die line' under authority of 
special Money Acts. This is shown in the Commercial Accounts 
as an interest-bearing loan from the Exchequer. 

Until 1958 all Post Office capital expenditure had to be 
divided between new development and renewals. Renewals 
were shown in the Commercial Accounts as financed from 
depreciation and appeared in the cash Estimates and Appro- 
priation Accounts as expenditure on Supply Services out of 
money voted annually by Parliament. Depreciation was always 
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more than expenditure on renewals in the corresponding year, 
because depreciation is reckoned on the present size of the 
system and renewals reflect its small size many years ago. The 
difference was treated in the Commercial Accounts as an 
interest-bearing loan to the Exchequer. Expenditure on new 
development was financed entirely by borrowing under Money 
Acts, and did not figure in the Cash Estimates and Appro- 
priation Accounts. 

In 1958 the distinction between renewals and development 
was abandoned. It had proved difficult to apply because old 
equipment was usually replaced by something better, part of 
which had to be reckoned as an improvement. The full sum 
provided for depreciation in the Commercial Accounts will now 
be ploughed back into the business to finance capital expendi- 
ture and only the balance will be met from borrowing under 
the Money Acts. All capital expenditure will now appear in the 
annual Estimates, where the amount borrowed under Money 
Acts will be treated as an appropriation-in-aid. 

Money Acts authorize the Treasury to issue specified amounts 
from the Consolidated Fund for the development of Post Office 
services. Issues are not restricted to any particular period of 
time. When Parliament is asked to pass a new Money Act, 
however, the government usually state how long the sum pro- 
posed is likely to last. The Post Office therefore prepares capital 
expenditure and finance budgets to show when it needs new 
statutory borrowing powers and to provide the information 
required by Parliament on these occasions. In 1957, for example, 
it was estimated that the ^898 million authorized under previ- 
ous Money Acts would be practically exhausted by March 1958 
and that capital expenditure in the next two years might amount 
to ^180 million, of which £l05 million could probably be met 
from depreciation provisions.^ A Money Bill was then intro- 
duced to authorize the remaining million to be financed 
by further 'below the line' issues from the Consolidated 
Fund. 

There are also distinctive arrangements for controlling the 

^ Post Office and Telegraph (Money ): Memorandum on the Proposed Resolution, 
Cmnd. S18/1957. 
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total volume of Post Office capital investment. The Treasury 
does not rely primarily on its examination and revision of the 
annual Estimates as it does in the case of other departments. 
Instead an annual allocation for capital investment is agreed 
between the Post Office and the Treasury. In this respect the 
Post Office is treated like a nationalized industry instead of as 
other government departments. 

The Post Office thus has considerable freedom in deciding 
the contents of its annual capital expenditure budget. Yet it is 
still hampered by not knowing until the previous autumn how 
much capital investment will be permitted in the year beginning 
in the following April. Because of the difficulties in planning 
capital investment when there are only annual allocations, the 
Treasury also gives the Post Office a tentative 'planning figure' 
for a further year ahead. The final allocation, however, has 
often differed substantially from this, and in any case much 
capital work is authorized and contracts placed two years or 
more before the major part of the expenditure is incurred. An 
indication of prospective allocations for three, four or five years 
ahead would be necessary to plan all capital schemes as a co~ 
ordinated programme to make the best use of limited resources. 
As it is, any cuts tend to fall unduly heavily on the smaller items 
since the larger ones are already firm commitments before there 
has been even a tentative intimation of what the allocation is 
likely to be. A further complication has been introduced recently 
by setting the allocations in money terms instead of, as formerly, 
in real terms. This adds another source of uncertainty in long- 
term budgeting, as it is impossible for the department to 
forecast a year or two ahead what increases in costs they will 
have to meet out of a given capital investment figure. 


THE HOSPITAL SERVICE 

Annual Forecasts, Allocations and Estimates 
The annual Estimates of the Ministry of Health include special 
Subheads for 'Advances on Capital Account' to Regional Hos- 
pital Boards and Boards of Governors of Teaching Hospitals. 
For 1968-59 the payments approved by Parliament amounted 
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to nearly £ 9.0 million, divided between four Subheads as 
follows: 


England: Regional Hospital Boards 
Teaching Hospitals 
Wales: Regional Hospital Boards 
Teaching Hospitals 


£ 

15,314,000 

2.945.000 

1.554.000 
75,000 


^19,888,000 


The Regional Boards and Boards of Governors are directly 
responsible for the planning and execution of capital investment 
in the hospital service. Hospital Management Committees have 
no statutory powers in this connection, although the Boards 
normally give them opportunities to suggest projects and 
priorities, and occasionally ask them to carry out small capital 
jobs as the agents of the Boards. About half the Regions also 
set aside small amounts out of their own capital Allocation for 
Groups to spend on capital work of their own choosing, but 
these Allocations have seldom exceeded a few hundred pounds 
a year even for the largest Groups and have never been more 
than a very small fraction of the Region's total capital 
expenditure. 

The boards' capital expenditure is financed by advances from 
the Ministry out of the moneys provided annually by Parlia- 
ment. The Ministry fix in advance an annual Allocation for each 
board and require them to prepare an annual capital expenditure 
budget within their assigned Allocation. As with hospital run- 
ning costs, the capital expenditure Allocations and budgets are 
expressed on an income and expenditure basis. The Ministry 
control the boards in terms of income and expenditure although 
they themselves are accountable to Parliament on a cash basis. 
This means that before making their Allocations they have to 
estimate how far expenditure and cash transactions are likely 
to differ on account of changes in creditors' balances. 

Capital expenditure Allocations and budgets are settled in 
much the same way as those for hospital running costs, with the 
important difference that provisional decisions about the capital 
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Allocations are now taken, and notified to boards, some time in 
advance of the relevant year. Each autumn the boards have to 
supply the department with Revised Estimates of their capital 
expenditure in the current year and Estimates of their require- 
ments, within the Allocation provisionally notified earlier, for 
the following year. The government then decide the total 
amount to ask Parliament to approve for capital investment in 
the hospital service. This normally corresponds with the amount 
provisionally agreed. In 1958-59 details of the larger schemes 
on which the money is to be spent were for the first time given 
to Parliament in the published Estimates. The total amounts 
to be spent on smaller schemes and on special schemes for 
replacement of plant were also stated. This information is based 
upon the boards' Estimates. The latter are then approved, with 
or without modification, and become the boards' authorized 
programme of capital expenditure for the year. 

In making these Allocations, specific sums ( £6 million out 
of £ 9.0 million in 1958-59) are first set aside for very large 
schemes — such as the new surgical block at Guy's Hospital — 
chosen by the Minister from proposals put to him by boards. 
The remainder is allocated between boards for spending on 
schemes of their choosing. In recent years the Minister has 
required boards to spend specific sums from this Allocation on 
plant replacement projects {£S million 1958-59) and on the 
modernization of mental and mental deficiency hospitals (^1 
million in 1958-59), The Allocation for plant replacement has 
been made on the basis of the number of beds in each region; 
that for the modernization of mental hospitals on an assessment 
by the Ministry of the relative needs of each region. The 
balance of the Allocation to Regional Hospital Boards (^10 
million in 1958-59) has been distributed mainly according to 
population. Allocations to teaching hospitals have been made 
after examination of their individual needs. 

Estimates have to include particulars of the schemes on 
which the board proposes to incur expenditure. This is primarily 
for the Ministry's guidance as to the general needs of the 
service. They have a separate system of specific sanctions for 
individual projects costing over a certain amount. At first all 
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schemes over ^1,000 required the Ministry's approval, but 
the limits have been raised, first to ^10,000 and now to 
£S0fi00. The Ministry themselves need Treasury sanction for 
schemes over £ 60 , 000 . There is thus an increasing tendency 
to leave hospital boards free to plan their own capital work 
within the limits set by their annual Allocations as to total 
expenditure and as to the choice of projects by the practice of 
earmarking described above. Their Estimates are derived from 
detailed programmes of individual schemes in progress or pro- 
posed to be carried out or started during the coming year, 
together with the estimated expenditure on each during the 
year. When the programme is first put together, the total 
estimated expenditure usually exceeds the Allocation and has 
to be pruned, mainly by deferring the less urgent among the 
schemes not yet started. The demand for annual Estimates thus 
compels boards to compile a comprehensive programme of 
capital work, decide priorities among proposed new starts, 
and adjust their plans to comply with their Allocation for the 
year. Even so the Estimates are not compiled until after most of 
the larger schemes have already been planned and authorized. 
Major schemes have to be agreed on in principle about three 
years before work starts, in order to allow sufficient time for 
detailed planning and Ministry and Treasury approvals. Only 
long-term capital expenditure budgets can therefore supply an 
overall plan to which detailed proposals for individual projects 
can be related. 

Long-term Capital Expenditure Budgets 

Long-term budgeting has been facilitated by recent develop- 
ments in the annual Allocation system. Originally boards were 
notified of their annual Allocations for only a year at a time. In 
February 1955, however, the government announced the capital 
Allocations proposed for the next three years 1956 - 66 , 1956-57 
and 1957-58. Those for the second and third years were an- 
nounced provisionally on the understanding that they might 
have to be altered in the light of other demands on national 
resources when the time came to present the necessary Esti- 
mates to Parliament. Without committing themselves irre- 
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vocably as to future Allocations, the government have thus 
given the boards valuable guidance as to the total capital expen- 
diture for which to plan beyond the year immediately ahead. 
Similar announcements have been made from time to time since 
1955, so as to keep boards informed of their probable capital 
Allocations for two or three years in advance. This has assisted 
them in selecting and planning individual schemes, although 
provisional announcements of the Allocation for four or five 
years would be necessary before a board could plan all its 
capital schemes from the "approval in principle^ stage, in relation 
to the total capital expenditure to be allowed for the years that 
it is in progress. 

The health departments have provided another incentive to 
long-term budgeting by asking for a preliminary Forecast about 
eighteen months before the beginning of the financial year. 
This is in addition to the firm Estimates submitted four or five 
months before the year begins. When asking for the preliminary 
Forecasts, the departments tell the boards what their allocations 
are likely to be and ask for details of the schemes they propose 
to undertake. This means that boards must begin considering an 
integrated programme of capital work, within a definite financial 
ceiling, about eighteen months instead of only six or eight 
months before the year begins. 

Some boards draw up special programmes on each of the two 
occasions when they are asked to submit a budget. That pre- 
pared for the Estimates may then bear little relation to that 
submitted earlier with the Forecast, as works in progress and 
new proposals are reviewed entirely afresh on each occasion. 
Other boards have comprehensive long-term programmes from 
which their Forecasts for the Ministry are derived. One Re- 
gional Board, for example, has a three-year Capital Programme 
listing all the schemes that have been approved in principle by 
the board, with their total estimated cost, the expenditure to 
date, and the estimated expenditure in the current year and 
each of the next two years. The aim is that schemes should be 
approved in principle three or four years before they are due to 
be carried out, so that the Programme includes all capital work 
to be undertaken within the three-year period. T^e whole 
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Programme is thoroughly revised about three times a year, 
when all estimates are brought up to date and any new schemes 
approved since the last revision are added. Once a year all 
Hospital Management Committees are asked to propose a 
certain number of schemes for addition to the Capital Pro- 
gramme, and these suggestions and any others put forward by 
headquarters departments are examined by regional board 
officers and by area committees who advise the Board on the 
relative needs and priorities of the different parts of the Region. 
Whenever Forecasts or Estimates have to be prepared, the 
total estimated expenditure indicated in the Programme for 
that year is reconsidered in the light of the allocation pro- 
visionally notified by the department. Where the two differ, 
the proposed starting dates of schemes in the Programmes 
are brought forward or deferred until the Programme agrees 
with the prospective allocation. Thus the Forecasts and Esti- 
mates are conceived as segments of a long-term capital ex- 
penditure budget instead of being drawn up ad hoc for a year 
at a time. 

Such a long-term capital budget has to be confined to the 
Region's most urgent capital needs. It does not set out to 
include all that would be needed to achieve and maintain a 
predetermined standard of service. This has been discouraged 
by the difficulty of reaching agreement on what the desirable 
standards would be and by the financial stringency which has 
kept hospital building 'at a figure well below replacement 
level'.^ The present form of Capital Programme, however, 
helps to ensure that really urgent needs are not overlooked 
and that proper priorities are observed in deciding between 
them. 


LOCAL AUTHORITIES 

The Use of Capital Expenditure Budgets 

In budgeting for capital expenditure, there is even more diver- 
gence between different authorities than in their procedure on 

1 Abel-Smith, B, and Titmuss, R. M., The Cost of the National Health Service 
(1956), p. 55. 
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the Rate Estimates. It is first necessary to distinguish the 
formal budgets regularly presented to the committees and the 
council from the informal budgets which the treasurer may 
draw up for his own use. The formal budgets may be either 
annual budgets, commonly known as Capital Estimates, or 
long-term budgets, often referred to as Capital Programmes. 
In practice annual budgets are by far the more common. In 
Scotland and in the London County Council they are not merely 
a self-imposed procedure but a statutory obligation. For other 
local authorities in England and Wales there are no statutory 
or ministerial requirements. A survey by the Institute of 
Municipal Treasurers and Accountants in 1955 found that out of 
fifty authorities in England and Wales, twenty-six had formal 
annual capital expenditure budgets; three-quarters of the coun- 
ties and county boroughs used them, but only one in six of the 
county districts. Long-term capital expenditure budgets were 
very much rarer, being used by only fifteen of the fifty-six 
authorities examined in England, Wales and Scotland. Of these 
only four prepared them annually and the remainder only 
occasionally.^ 

Where there are no formal capital expenditure budgets of 
this kind, some informal annual budget is invariably needed. At 
the least there must be a forecast of borrowing requirements 
for the year ahead in order to know how much to allow for loan 
charges in the Rate Estimates. The informal budget may be 
built up from detailed estimates of the incidence of expenditure 
on particular schemes. But it is often no more than a broad 
assessment by the treasurer in the light of past experience, with 
special allowance for exceptionally large schemes likely to 
disturb the regular trend. Even where there is a formal capital 
expenditure budget, a separate informal budget is sometimes 
drawn up for estimating loan charges. This is usually because 
a budget prepared centrally has been found more accurate than 
the total of the separate committees' estimates, which are fre- 
quently over-optimistic in reckoning how much can be accom- 
plished in the year. 

One of the main reasons for capital expenditure budgets in 

^ Local Authority Borrowing , 1957, pp. 22-2G. 
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Other public authorities is to comply with ministerial or parlia- 
mentary controls which restrict the total amount spent for 
capital purposes. This motive for a budget is absent in local 
authorities, as the government relies on loan sanctions for 
individual projects to regulate their capital investment. For any 
capital project to be financed by borrowing, the council must 
apply for a loan sanction to the appropriate government depart- 
ment. Loan sanctions are granted by the Ministry of Housing 
and Local Government, as the department generally responsible 
for supervising local authority borrowing, on the recommenda- 
tion of the appropriate government department for the scheme 
in question. Every capital project to be financed by borrowing 
requires a 'loan sanction' from the appropriate government 
department. This fixes the amount which may be borrowed 
and the period within which it must be repaid but does not 
specify the years in which the expenditure should be incurred. 
Since World War II government policy as to loan sanctions has 
generally kept local authorities' capital investment below what 
they themselves wished and thought they could afford to spend, 
and below what they could raise the money to finance. They 
have therefore felt no immediate need of capital expenditure 
budgets to assist in limiting their capital investment or 
in keeping it in line with the supply of mone}?^ available to 
finance it. 

The authorities who use capital expenditure budgets have 
nevertheless found them of assistance in several ways: ( 1 ) they 
assist planning by making committees set out their investment 
proposals as a co-ordinated programme instead of putting them 
forward piecemeal as the needs become apparent; (2) they 
enable the finance committee and the council to consider the 
financial implications of proposed schemes at an early stage, 
and to reject any that would be clearly unjustifiable before the 
spending department has gone to the trouble of drawing up 
more specific plans; (s) they assist the council in working out 
priorities between different kinds of capital work, and so 
developing criteria against which to examine individual schemes 
put forward for approval; ( 4 ) they encourage the council and 
individual committees to make a regular review of progress 
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in their capital work; (5) they supply information on 
running costs and loan charges for the Rate Estimates, and 
on financial requirements for guidance in arranging borrow- 
ing; (6) they provide a means of bringing plans into line 
with the available manpower, planning staff or supplies 
where these, rather than loan sanctions, are the immediate 
limiting factor. 

Only one of these benefits — the fifth — can be gained by an 
informal budget. All the rest require a formal budget to be 
considered by committees, the finance committee and the coun- 
cil. Nor can they depend on reviewing schemes as budget 
proposals before they are specifically authorized. Only with a 
long-term budget will this be possible for any but the smallest 
schemes. 

In recent years, however, there has been a decline in the use 
of long-term budgets by local authorities. Many were prepared 
at government request shortly after World War II, but they 
often proved far in excess of what was attained. Government 
restrictions on the volume and directions of their capital invest- 
ment have kept this below what they would otherwise have 
wished to spend, and at times have involved requests to cut 
down or increase their expenditure at short notice in the in- 
terests of national economic policy or, in the case of grant-aided 
capital investment, to enable the department concerned to keep 
to its own Estimates for the year. This appears to have created 
a widespread scepticism among local authorities as to the 
possibility of producing estimates of any value for more than a 
year ahead. Their inclination to long-term budgeting was 
further damaged by their being asked in several post-war years 
for programmes of works that could be expedited if needed to 
create employment — an eventuality which seemed highly un- 
likely in the climate of inflation then prevailing. Some councils 
may also have been misled by hoping to attain as high a degree 
of accuracy in long-term estimates as in the annual Rate 
Estimates. For the more distant future, broader approximations 
are usually all that is possible or necessary for planning pur- 
poses. The important thing is to insist on regular revision of the 
estimates. The long-term budget needs to be thoroughly 
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revised at least once a year, when estimates for a further year 
can be added and those for the intervening years amended where 
necessary in the light of current expectations. 

The period to be covered in a long-term budget has to be 
decided after weighing the time required for planning the 
largest schemes against the difficulty of making reliable esti- 
mates for several years ahead. Three-year or five-year budgets 
appear to be the most common. The I.M.T.A. study group in 
1957 recommended five years as the minimum desirable for 
effective planning in a period of economic stability, but three 
years as the most that could be reviewed with any degree of 
realism in the conditions of frequently changing government 
policy and economic circumstances then prevailing. 

Long-term budgets are usually dealt with at a different time of 
year from the annual revenue budget. Annual capital expenditure 
budgets, however, are more often presented to committees and 
the council at the same time as the Rate Estimates. This allows 
every aspect of local finances to be considered at the same set of 
meetings, and the Capital Estimates are available as a check on 
the Rate Estimates for loan charges and running costs of new 
developments. Where both are presented concurrently how- 
ever, attention usually concentrates on the Rate Estimates. 
Capital items are often passed over with little or no discussion 
in the knowledge that they have been or will be examined in 
more detail when put forward for authorization. If the capital . 
items are considered before the revenue budget, this helps to 
ensure that they are examined more thoroughly and as an 
integrated programme rather than a series of separate appen- 
dices to the Rate Estimates of the various committees. It also 
simplifies the preparation of the Rate Estimates, because 
estimates for loan charges can be founded on an agreed 
capital budget and the rush of work inevitably involved in 
producing the revenue budget is not further augmented by 
having to draw up estimates of capital expenditure at the 
same time. 

The Form and Contents of the Budgets 

The form and contents of a capital expenditure budget, whether 
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long-term or annual, can do much to aid or hamper its use for 
reviewing plans and progress. Schemes already authorized can 
be distinguished from those as yet merely contemplated by 
committees. This helps to show how far the estimates are 
firm commitments and what scope there is for adjusting plans 
by altering the budget. Three separate groups of schemes should 
be considered; those authorized by the council and sanctioned 
by the appropriate government departments; those authorized 
by the council but not yet sanctioned by the department; and 
those neither authorized nor sanctioned. Sometimes all three 
groups are distinguished, for example by printing the estimates 
in three separate columns. In other cases schemes not yet 
authorized by the council are marked with an asterisk, but there 
is nothing to indicate which of the authorized schemes have 
received a loan sanction. 

The budget can also be arranged to show progress in carrying 
out work already in hand. A long-term budget is bound to show 
the estimated annual expenditure or payments for a number of 
years, and very often states the total estimated cost and 
expenditure to date as well. Some annual budgets, however, 
contain only estimates for the coming year and give no indica- 
tion of the total cost of the project, the amount already spent 
or what further expenditure may be required to complete it in 
subsequent years. To be the starting point for an annual review 
of progress, a more informative document is required. One 
county council has tried to meet this need by an annual budget 
which shows in parallel columns, for each scheme and in total 
for each service and committee: 

( 1 ) Details: i.e. committee, expenditure headings and scheme. 

(2) Estimated Gross Cost. 

(S) Payments: to end of previous year (actual). 

(4) Payments: in current year (probable). 

(5) Payments: Estimate for coming year. 

(6) Payments: after end^of coming year (balance of esti- 
mated gross cost). 

The 'Estimate’ column is printed in bolder type than the rest, 

S17 



BUDGETING IN PUBLIC AUTHORITIES 

and any schemes not yet approved by the council are marked 
with an asterisk. 

Some capital budgets also include estimates of the effects on 
revenue of each capital scheme, expressed in terms of the 
additional rate in the pound. Sometimes the budget merely 
shows the effects of loan charges on the proposed capital outlay; 
sometimes the full net effect on revenue, including any additions 
to or savings in annual running costs. This information 
appeared in approximately one-third of the annual budgets 
examined in the I.M.T.A. survey. It is probably more common 
in long-term budgets, where it could be of more use in 
making a preliminary economic appraisal of projects not yet 
authorized. 

Although local authorities’ main accounts have to be on an 
income and expenditure basis, a few prepare capital expenditure 
budgets on a payments basis. They have preferred this because 
they have found payments more easy to estimate than accrued 
expenditure, and because the actual payments during the year 
determine the amount of finance required. A capital payments 
budget can thus be the foundation for the finance budget. 
It is not, however, a reflection of the actual work to be done 
in the year in question, so it is not so reliable a basis for 
reviewing progress to date or plans, prospects and priorities 
for the future. 

Another important point that may be dealt with in the capital 
expenditure budget is the method of financing. Items to be 
financed from a Capital Fund built up out of revenue may be 
shown separately from the main bulk of capital expenditure to 
be financed from loan. Capital expenditure to be financed 
directly out of current income does not normally appear in a 
local authority’s capital expenditure budget. The amount 
available for this purpose and the items on which it should 
be spent are decided in settling the annual Rate Estimates, 
where it figures as ^capital expenditure charged to revenue’. 
This means that there will be no comprehensive budget 
including all expenditure of a capital nature. Some authorities, 
however, vote an annual lump sum from revenue towards 
meeting capital expenditure. In this case the items so financed 
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would appear in the capital expenditure budget, but this would 
still exclude smaller capital items directly 'charged to revenue". 

Some authorities avoid this difficulty by preparing a special 
statement of all estimated capital expenditure, including work 
to be charged to revenue. One urban district makes an annual 
review of all 'special works" covering not only capital items 
financed from borrowing but also capital work charged to 
revenue or to the repairs and renewals fund. Schedules of 
all 'special works" in progress or proposed for the coming 
year are considered by spending committees and by the finance 
committee before the annual Rate Estimates. The committees 
review progress on existing schemes, decide how much new 
work can be started with the labour and other resources 
available, select and settle priorities among the suggested 
schemes, and determine whether new projects should be 
financed from loan or from revenue or special funds. Thus a 
schedule of special works for each committee is agreed with 
the finance committee, and used to calculate the provisions for 
loan charges and capital items charged to revenue to be 
included in the Rate Estimates. 

Under the Standing Orders of the London County Council, 
all capital expenditure on items costing over £SfiOO must be 
included in the annual capital budget. The finance committee 
then decide what portion of this shall be financed from revenue. 
The amount to be so financed may not be less than £ 250 , 000 , 
but is usually considerably more and has reached as high as 
£ 2 ^ million. Isolated capital items costing less than £ 5,000 
are not included in this figure as they are automatically treated 
as revenue charges and never appear in the capital budget. 

Finance Budgets 

Local authorities cannot rely upon the Exchequer to finance 
their approved capital expenditure. The government issues 
loan sanctions for iheir capital projects, but leaves the councils 
to find the money to pay for them. Hence they need finance 
budgets to forecast the amount of new money required and plan 
how to raise it from the various sources of borrowing available. 

Borrowing requirements depend on when outstanding loans 
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are due for repayment and on payments in respect of new capital 
expenditure. If there is a formal capital expenditure budget, it 
may be used as a basis for the finance budget, although the 
estimates must first be converted from an expenditure to a 
payments basis. Many authorities also find that their actual 
capital expenditure tends to be substantially less than the total 
of the separate committees' estimates. Allowance must be made 
for this in the finance budget in order to avoid borrowing 
more than is necessary. Where there is no formal capital 
expenditure budget, broad estimates of capital expenditure 
have to be made specially for the finance budget. The usual 
practice is to make special calculations for any outstandingly 
large scheme and otherwise to assume that the overall trend 
of capital expenditure in the past will be continued. 

Methods of financing depend first of all on how much is 
likely to be available from internal sources — that is, what can be 
borrowed from surplus balances in funds held by the authority 
for superannuation or other special purposes. The balance will 
have to be met by borrowing from external sources, chiefly 
through mortgages or stock issues. There may also be some 
short-term borrowing by bank overdrafts or deposit receipts, 
especially if long-term money is scarce or to avoid long-term 
borrowing at high interest rates where these are shortly 
expected to fall. Since World War II the choice between 
alternative sources of borrowing has been greatly affected by 
government policy. From 1945 to 1952 the rule was that, with 
certain minor exceptions, local authorities could borrow only 
from the Public Works Loan Board. In 1952 they were given 
the choice of borrowing from the Board or on the open market. 
In 1955, the Board was reduced to the position of lender of last 
resort' and would only lend to those authorities who could 
satisfy it that they would not be able to raise a loan elsewhere. 
Some large authorities have since 1955 raised considerable 
sums through stock issues, but these too have been subject to 
government controls as to their size and timing. Otherwise 
mortgages have been the main source of local authority 
borrowing since 1955. 

Despite these restrictions on borrowing, local authorities 
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have not felt the shortage of capital money to be in itself a 
sufficient reason to curtail their capital expenditure. Once 
projects are authorized, the council assume that the money can 
be found. That this had so far remained true, even in a period of 
tight credit restriction, was emphasized in an address by the 
late County Treasurer of Middlesex in 1958: 

'As to the matter of possible difficulty in raising the 
requisite amounts of capital money, the general attitude of 
local authorities appears to be — and I make no complaint on this 
score — that the treasurer will find the money. And to give him 
his due he has, so far as I know, always managed to do so^^ 

The finance budget is thus a reflection of, not a limitation on, 
the capital expenditure budget. Its function is not to regulate 
the volume of capital expenditure, but to provide a forecast of 
the amount of money required and a plan for raising it at the 
lowest possible cost. 

Finance budgets, unlike the Rate Estimates or formal capital 
expenditure budgets, do not have to be presented to the council 
for approval at stipulated times. Forecasts of borrowing are 
sometimes supplied to the finance committee or one of their 
sub-committees at fairly regular intervals, and the council 
themselves will require such information when they are con- 
sidering the authorization of a new stock issue, new terms for 
mortgages or other major changes in borrowing policy. For 
the most part, however, the treasurer is left to find the necessary 
money in the cheapest way, within the limits of the policies 
laid down, using whatever finance budgets he finds most 
helpful. Sometimes there is no very regular system, budgets 
being prepared at varying intervals and in different forms 
according to the specific issues under discussion. Other 
treasurers supplement these ad hoc estimates with regular 
finance budgets. There may be a long-term budget showing 
each year’s requirements for several years ahead, and a more 
detailed budget for a shorter period, say six months or a year, 
in which a greater degree of accuracy is sought. This more 

^ Atkinson, W. O., Annual Conference of the Institute of Municipal Treasurers and 
Accountants i 1968, Presidential Address, para. 6. 
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systematic finance budgeting has been found beneficial in 
ensuring that capital needs are reviewed sufficiently well in 
advance to allow them to be met at the least possible cost, with- 
out either holding unnecessarily large idle balances or being 
forced to have recourse to temporary borrowing to meet 
unexpected deficiencies when long-term money would have 
been less expensive. 

THE NATIONALIZED INDUSTRIES 

All the main nationalized industries have embarked on large 
programmes of capital development. The National Coal Board 
plans to spend ^1,000 million on capital investment between 
1956 and 1965. The British Transport Commission's scheme 
for the modernization and re-equipment of British Railways is 
estimated to cost 1,500 million between 1955 and 1970. 
In 1954 the electricity supply industry announced plans for 
spending ^1,421 million on capital account between 1953 
and 1960, and the gas boards proposed to spend ^346 million 
over the same period. After the announcement of a nuclear power 
programme in 1956, the estimate for the electricity supply 
industry was raised to ^3,350 million for the period 1956-66. 

With these enormous outlays in prospect, much attention 
has been given to the development of budgets to assist in 
planning and controlling capital investment. A certain amount of 
both long-term and annual budgeting has always been obligatory 
for purposes of ministerial and parliamentary control. Most of 
this, however, has been in line with what the boards would have 
needed for internal management. While the framework of 
external controls has been similar for each board, they have 
been free to evolve distinctive methods of budgeting to suit 
the circumstances of each industry. 

Parliamentary Control through Finance Budgets 
Parliament has delegated to the appropriate ministers the 
power to approve the capital expenditure plans of the nationa- 
lized industries. But direct parliamentary control over their 
capital investment has been formally retained by placing 
statutory limits on the amoimt of money they may borrow to 
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finance it. Maximum borrowing powers for each industry 
were fixed in the original nationdization statutes and can only 
be increased by fresh legislation. In 1958 these limits stood 
at £650 million for the National Coal Board, £600 million 
for the British Transport Commission, ^160 million for 
British Overseas Airways Corporation, £60 million for 
British European Airways, ^450 million for the gas industry 
and no less than ^1,400 million for electricity supply in 
England and Wales. There are no separate statutory limits 
for individual gas and electricity boards, as the Gas Council 
and the Electricity Council borrow centrally for the whole of 
their industry. Besides the limits for borrowing by each in- 
dustry, the Finance Act, 1956, placed a statutory limit on the 
total sum that the government may advance to the electricity 
supply, gas, transport and civil aviation industries. This acts 
as a further parliamentary check on their borrowing so long as, 
apart from temporary bank loans, they are confined to borrowing 
from the Exchequer. 

Legislation to increase borrowing powers is founded on 
estimates of the industry's capital expenditure and the extent 
to which this can be financed from internal resources. When the 
original limits were fixed there could be only very rough 
estimates of external borrowing requirements. Once the 
boards had worked out definite programmes of capital develop- 
ment, however, these have provided the basis of requests for 
additional borrowing powers. Estimates of capital expenditure, 
and borrowing requirements for some years ahead are needed 
to discover when they need to seek new borrowing powers and 
the magnitude of the increase required. The Minister expects 
to be provided with these estimates when he is asked to in- 
troduce a bill for increased borrowing powers, in order to 
explain to Parliament how they relate to the industry's develop- 
ment plans. Estimates of the total capital expenditure and 
borrowing requirements and a brief description of the proposed 
developments has often been published and presented to 
Parliament as an 'Explanatory Memorandum' on the bill, and 
the boards themselves often make this the occasion forpublishing 
a more extensive summary of their plans. 
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Bills for increased borrowing powers give an opportunity for 
parliamentary debates on the boards' capital development plans 
and their progress in carrying them out. Since the proposed 
borrowing powers are intended to cover every branch of capital 
development in the industry, the discussion can cover a very 
wide field and touch on many issues relating to the general 
policies of the industry or government policy in relation 
thereto. 

The borrowing powers of the nationalized industries have not 
generally been restricted to any particular period of time. 
Exceptionally, the National Coal Board were, by the Coal 
Industry Act, 1956, granted borrowing powers for a period of 
five years only. The National Coal Board have also since 1957 
been subject to a statutory limit on the amount which may be 
borrowed in any one year without further specific sanction by 
Parliament. These provisions have been introduced to guarantee 
that Parliament should have an opportunity to re-examine the 
Board's capital requirements. For all the nationalized industries, 
however, the statutory limits on their total borrowing have 
been such that they have had to apply to Parliament for in- 
creases since nationalization. By 1958 the British Transport 
Commission and the airways corporations had each obtained 
three increases, the National Coal Board two and the gas and 
electricity industries one each. This has meant that their 
capital investment plans have had to come under review by 
Parliament at intervals of from two to seven years. This is of 
course in addition to the parliamentary discussions of these 
matters that do in fact arise in other contexts, notably in 
debates on the industries' annual reports. 

Long-term Capital Expenditure Budgets 

The Coal Industry Nationalization Act lays down that "in 
framing programmes of reorganization of development involving 
substantial outlay on capital account, the Board shall act on 
lines settled from time to time with the approval of the 
Minister'.^ Similar obligations were laid upon the transport, 
gas, electricity and civil aviation industries. The form and 

^S. S(2). 
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frequency of these long-term capital expenditure budgets has 
been varied to suit the circumstances of each industry. 

The National Coal Board has produced two comprehensive 
‘National Plans". Summaries of these were published under 
the titles The Plan for Coal in 1950 and Investing in Coal in 
1956. Both were founded on detailed surveys of prospects for 
ten to fifteen years ahead, including output, manpower, produc- 
tivity and capital expenditure, scheme by scheme, for each 
year of the Plan. The largest part of the expenditure is for 
new sinkings and reconstructions of pits to offset the natural 
loss of mining capacity, and most of the remainder for mechani- 
zation schemes to improve productivity. Areas were asked 
for detailed plans and estimates for capital developments at 
individual collieries, having regard to local conditions and 
technical possibilities. These were collated, reviewed and 
modified where necessary to produce a National Plan for 
satisfying consumer requirements at the lowest possible cost. 
Once this had been approved by the Board and agreed with the 
Minister, it became the master-plan within which proposals 
for individual schemes are formulated and a yardstick against 
which the Board can review their progress in maintaining and 
improving their productive capacity. 

A similar master-plan has been drawn up for The Moderniza- 
tion and Re-equipment of British Railways. Here the British 
Transport Commission set out the general pattern of re- 
organization and capital development for the period 1955-70. 
Schemes for electrifying main lines, introducing diesel trains 
and improved rolling stock and so on are now being worked out 
as instalments in the execution of the general plan. 

In 1954 the gas and electricity supply industries both 
published summaries of their development plans and proposed 
capital expenditure for the next seven years under the titles 
Fuel for the Nation and Power and Prosperity; a similar revised 
summary for electricity supply — Power for the Future — ^was 
published in 1958. All these, however, were prepared primarily 
to support their requests for additional borrowing powers 
and not as the board's own planning exercise. They were 
derived chiefly from estimates of the incidence of expenditure 
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on major schemes alread}^ planned and broad forecasts of other 
capital expenditure. 

The gas and electricity area boards have found it difficult to 
draw up comprehensive long-term capital expenditure budgets 
with any degree of precision. Some major projects such as gas 
works or gas grids have of necessity to be planned several 
years before coming into service. But in retail distribution much 
depends on new housing and industrial developments which 
are usually known only months rather than years ahead. The 
need to connect these potential new consumers without delay 
leads to unpredictable fluctuations in the manpower and other 
resources required for work on system reinforcement and 
standardization, which would otherwise lend itself to long- 
term planning. Thus while broad forecasts of distribution 
expenditure for several years are included in the industries' 
published plans, there are no all-embracing long-term budgets 
in the same detail as the Plan for Coal or the Railway Moderniza- 
tion Scheme, Such once-and-for-all plans would in any case be 
inappropriate for growing industries like electricity supply 
whose continuing expansion makes it virtually impossible to 
produce a plan that would bring development to finality. 

The special importance attached to rural electrification has 
nevertheless led to the adoption of special ten-year rural 
electrification programmes by all the area electricity boards. 
In 1953, they announced their intention to spend ^130 million 
for the purpose of connecting 85 per cent of all farms and a 
higher proportion of all other rural premises by 1963. The actual 
properties to be connected and the amount of work to be done 
in each year are settled by each area board when drawing up 
their annual capital expenditure budget. 

Separate long-term budgets for different branches of capital 
investment have been especially prominent on the generation 
side of the electricity supply industry. Over four-fifths of all the 
Generating Board's capital expenditure is on new generating 
plant. There is an elaborate system of long-term Plant 
Programmes stating the amount of new generating capacity 
to be brought into commission each year, the stations where it 
will be provided, and the estimated total cost. The Plant 
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Programmes are founded on long-term estimates of the future 
demand for electricity, prepared independently by the area 
boards and the Electricity Council and compared with estimates 
made by the Generating Board themselves. A compromise set 
of Load Estimates is ultimately adopted for the purpose of 
planning the Plant Programme. 

The next stage is to decide how much new generating plant 
will be needed and the size and location of the proposed new 
power stations and extensions. Possible sites for new stations 
and their relative operating costs are examined with a view to 
meeting the estimated demand at the least possible cost. 
The first Tentative Plant Programme, based on the Load 
Estimates for eight years ahead, is drawn up and approved 
by the Board seven years before the plant is due to come into 
commission. In each of the following two years, the Programme 
is revised in the light of later Load Estimates and estimated 
costs, and again approved by the Board — as a Provisional 
Programme in the sixth year, and as the Final Programme in 
the fifth year before commissioning. The intervening five years 
are needed for detailed planning, ordering and construction 
before the plant is ready to come into service. 

The financial implications of these Plant Programmes and 
the Generating Board's other capital schemes are reflected in 
the Capital Investment Estimates. These are prepared annually, 
usually for five years ahead, and form a long-term budget of all 
the Board's capital expenditure, including buildings, vehicles 
and other miscellaneous and minor outlays. Besides their value 
for the Board's own planning, they are also needed for the 
government's annual review of capital investment in the 
nationalized industries. 

Annual Reviews of Capital Investment 

Ministerial agreement in principle to the long-term capital 
budgets of a nationalized industry does not confer definite 
authority to spend. There is a further control on a year-to-year 
basis as part of the government's annual review of capital 
investment in the public sector. The Boards have to submit 
estimates of their capital expenditure and its financing for the 
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next two years, together with broader forecasts of capital 
expenditure for a further three to five years. After discussions 
with the Treasury and in the Cabinet, the minister tells each 
industry how much it may spend on capital investment in the 
year immediately ahead. This figure may be equal to or less than 
the budget submitted, depending on the resources that the 
government consider can be spared for investment in that sector 
of the economy. Where the authorization is less than the budget, 
the industry may be asked to submit a revised budget consistent 
with the allocation for approval by the Ministry. Since 1958 
the boards have also been given a provisional allocation for the 
second year ahead, but this remains subject to revision in the 
next annual review. 

The budgets submitted for the annual review include 
estimates of both capital expenditure and its financing. Broad 
estimates of the overall return on proposed capital investment 
may also be required. The review is regarded by the govern- 
ment as 'a basis of Ministerial control over the raising of 
capital finance by the Boards’.^ The government does not 
directly specify the amount which the industry may borrow 
during the year, but exerts its control indirectly by limiting 
their capital expenditure. This, however, is only approved 
after examining the related estimates of its financing. De- 
partures from the pattern of borrowing envisaged are then 
inquired into by the government with a view to taking any 
remedial action necessary. The statutory limit on total Ex- 
chequer advances to all nationalized industries, excluding the 
National Coal Board, compels the government to obtain careful 
estimates of borrowing and to keep a close check on advances 
as the year proceeds. 

The annual review compels each nationalized industry to 
re-examine its investment plans and prospects in order to 
supply the minister with an up-to-date budget and to decide 
where any cuts requested by the government should fall. In 
the National Coal Board estimates prepared locally are 
assembled and reviewed before being submitted for Board 

1 Capital Investment in the Coal, Gas and Electricity Industries, Cmnd. 132/1957 
para. 1. 
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approval. The Board's investment proposals are considered at a 
series of meetings between representatives of the Ministry, 
the Treasury and the Board. These discussions are not con- 
cerned with the technical merits of individual schemes but with 
the overall economic aspects of the Board's proposals. Invest- 
ment is considered in relation to the estimated return on 
capital, compared with that achieved in the past years and by 
coal mining undertakings abroad. The estimated yield on 
individual projects was not originally stated in the annual 
returns, but the Board have now agreed to supply this informa- 
tion for any major schemes where the expected return is ex- 
ceptionally low. This was recommended by the Select Commit- 
tee on Nationalized Industries (Reports and Accounts) in 
1958 in order to enable the Ministry, through the annual re- 
view, to examine the individual justifications for schemes with 
the lowest yields, and thus to 'make a greater financial check 
on the anticipated financial return on money they lend than they 
do at present'.^ 

The Minister has sometimes agreed to the amount of 
capital investment proposed by the Board. In 1958, however, 
not only was their initial allocation less than they proposed 
but it was further reduced — ^from £llO to ^100 million — 
shortly after the beginning of their financial year. When their 
allocation is settled, the Board make an allotment for capital 
investment to each Division, taking into account their long- 
term capital needs, the returns expected on reconstruction 
projects, and the extent to which they are committed by long- 
term contracts or schemes already in hand. 

The electricity supply industry has at times been asked for 
substantial cuts in its annual capital expenditure budgets. That 
for 1956-57 was reduced by over 8 per cent in response to 
government requests — ^first from ^213 million to ^204 
million and then again to ^195 million — before the lower 
figure was finally approved by the Minister.^ The government 

1 Report from the Select Committee on Nationalized Industries (Reports and 
Accounts 1967-58, H.C. 187, paras. 22, 26-33. 

2 Central Electricity Authority, Annual Report and Accounts, 1956-56, H-C. 
1956-57 (1)/S67, para. 55. 
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make a single allocation for the whole of the electricity supply 
industry. The Electricity Council are left to divide this between 
the Generating Board and the area boards, although the 
Ministry do not expect them to depart materially from the 
proportions in the programme on which the total allocation was 
fixed. The^lectricity Council compile the overall Capital 
Investment^Estimates for the Ministry. The boards supply 
the Council with more detailed budgets of their capital ex- 
penditure and its financing for the coming year, and a broader 
estimate of total capital expenditure for a further six years. 

The Generating Board themselves have a special system of 
annual budgets for their own internal control of capital ex- 
penditure. The three Project Groups concerned with genera- 
tion construction schemes have to prepare an annual capital 
budget showing their estimated expenditure during the year on 
(i) new power stations and extensions, on a station-by-station 
basis; (ii) miscellaneous capital schemes, and (iii) salaries and 
wages, etc., chargeable to capital. Similarly, the Generation 
Divisions each have to prepare and submit through the Regional 
Executive Committee a capital budget showing (i) transmis- 
sion schemes; (ii) miscellaneous Capital Schemes, and (iii) 
salaries, wages, etc., chargeable to capital. The Board approve 
the budgeted expenditure on the smaller projects which do not 
fall to be specifically approved by them — that is, any Regional 
schemes costing less than £ 50,000 (operational) or ^ 10,000 
(non-operational). Expenditure on the other, larger projects 
is not formally authorized on the annual budget, but noted by 
the Board as an indication of progress on projects which they 
have already approved or which fall to be approved by them 
individually. When cuts in capital expenditure have to be 
sought they are secured wherever possible by withholding 
approval to new schemes of a less urgent character. It has some- 
times been necessary, however, to ask all concerned to review 
their Capital Budgets with the object of securing a reduction 
of a given amount. This may necessitate deferment of schemes 
already approved or, in an extreme case, slowing down work 
actually in progress. The Board take the view that long-term 
capital expenditure is not fully susceptible to revision on an 
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annual review. They are, however, developing their manage- . 
ment techniques with a view to preparing master programmes 
relating annual expenditure to physical progress, so as to 
secure control over annual as well as total expenditure on 
capital schemes. 

Area gas boards have always received individual capital 
investment allocations from the Ministry, although the chair- 
men of the twelve boards confer together in the Gas Council to 
co-ordinate their plans and priorities and discuss how far each 
board should bear any cuts that the Minister may impose. Each 
board's annual capital budget is presented to the Ministry and 
to the Gas Council in the autumn of the preceding year. The 
Secretary and Chief Accountant of the Gas Council visit each 
area to examine the board's proposals on the spot, prior to their 
consideration by the Gas Council. Each board chairman has 
separate consultations with the Ministry, when some reductions 
in his budgeted expenditure have often been asked. The 
Ministry has also been known to ask the Gas Council jointly to 
make a further cut in the total capital investment for the in- 
dustry. In this case, the Council have negotiated a final figure 
with the Ministry and agreed among themselves what reduc- 
tions should be made by each Board. Each Board's total budget, 
as finally revised, is approved by the Ministry as their 
authorized allocation for the year. 

In the airways corporations, the purchases of aircraft account 
for over 90 per cent of the corporations' total capital expendi- 
ture and these, therefore, substantially determine the volume of 
capital investment. Such purchase contracts require prior 
approval of the Minister. They ordinarily specify the makmg of 
a series of progress pa3nnents running normally through the 
period — ^which may amount to several years — ^between the date 
of signing the contract and the date of delivery of the aircraft. 
These consequently predetermine the bulk of the capital ex- 
penditure arising year by year. Capital expenditure on projects 
other than the purchase of aircraft, which is not predeteimined 
as to incidence and amount as with the aircraft projects, 
accordingly accounts for only a small part of the annual capital 
expenditure. The government nevertheless rations capital 
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investment through annual allocations, which take account of 
the firm aircraft commitments and the proposed capital ex- 
penditure on other projects. The Ministry also ask the cor- 
porations for 'Funding Estimates' as a guide to their capital 
expenditure and borrowing requirements for two or three 
years ahead, and these are used to set definite limits on their 
capital expenditure. 

For their own internal use, British Overseas Airways Cor- 
poration make an annual Capital Forecast, in detail for a year 
ahead and in outline for a further two years. Unlike the capital 
budgets of the other nationalized industries, this does not deal 
with expenditure to be incurred during the year but with the 
total cost of capital projects to be authorized during the year. 
This assists the Corporation, in preparing estimates, to see to 
what extent and how far ahead their statutory borrowing 
powers are committed. This may lead them to decide to apply 
for increased borrowing powers or to restrain new authoriza- 
tions. The latter process is assisted by the searching scrutiny 
given to all proposals for capital schemes other than aircraft 
purchases before the Capital Forecast is agreed. The general 
pattern of development is brought under review by a panel of 
chief officers and many proposals are deleted or amended in the 
light of their aggregate demands on available funds and re- 
sources. Approval for inclusion in the annual Forecast does not 
guarantee subsequent authorization, but schemes deleted at 
Forecast time have very little hope of being authorized during 
the year. For the smaller capital items, therefore, the Capital 
Forecast provides an integrated framework for detailed planning 
by departments, and saves them from formulating detailed pro- 
posals for schemes out of harmony with the broader interests of 
the Corporation. 


CONCLUSION 

( 1 ) Long-term capital expenditure budgets, for several years 
ahead, are necessary to provide a framework within which 
individual schemes can be planned, authorized and put in hand. 
More detailed annual budgets are needed for making marginal 
adjustments in spending plans and setting standards with which 
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to compare the actual results. 

(2) All budgeting for capital expenditure involves the same 
kind of two-way traffic as preparing a revenue budget. 

(5) Long-term budgeting calls for [a) provisional indica- 
tions of the money or other resources likely to be available for 
capital investment for as far ahead as any capital schemes need 
to be planned; [h) regular revision of the estimated total cost 
of each project and the estimated incidence of expenditure in 
each accounting period, to maintain the greatest possible 
accuracy; this demands special attention in a capital expenditure 
budget because capital expenditure is often more difficult to 
forecast than income or expenditure on revenue account, many 
items of which are of a recurrent character. 



CHAPTER IX 


WORKING TO A CAPITAL 
EXPENDITURE BUDGET 


ONCE capital budgets have been prepared and adopted, it is 
necessary to see that expenditure conforms to the estimates or, 
if these prove inappropriate, that the budget is revised accord- 
ingly. This involves checking new projects with the budget 
before they are authorized, and comparing actual expenditure 
with the budget provisions. This chapter describes how these 
processes are carried out, and how they assist in appraising 
individual projects, in working to a fixed budget, and in im- 
proving the accuracy of future budgets and estimates. 

Appraisal of Individual Projects 

Approval of the budget is not in itself sufficient authority to 
incur capital expenditure without a specific authorization for 
each project from the governing body or some committee or 
officer with delegated powers to act on their behalf. There are 
usually elaborate rules as to who may authorize expenditure, 
for what purposes and within what limits, and what plans and 
statements must be submitted to enable them to satisfy them- 
selves as to the technical and economic justification of each 
scheme. 

The appraisal of projects before authorization is made both 
simpler and more thorough if they can be considered as part of 
an approved budget of capital expenditure. 

Projects will already have been considered in outline at the 
budget stage. Any proposal that appeared clearly unacceptable 
would then have been rejected, leaving only schemes with a 
good chance of being approved to go on to detailed planning. 
Applications for specific approval may be asked to state how 
the scheme relates to the budget and to explain any changes in 
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the plans or estimated costs. Attention can then concentrate on 
the variations, in order to decide whether these are sufficient 
to justify altering or not proceeding with what was approved 
in principle as part of the budget. Higher management can often 
divest themselves of much detailed work without impairing 
their control by delegating powers to authorize projects 
provided for in the budget, but insisting that unbudgeted items 
or overspendings of budget subheads should not be allowed 
without their personal sanction. 

A budget also makes it easier to appraise a new project not 
merely on its own technical merits, but in relation to all the 
possible alternatives. In a non-trading authority, this is nor- 
mally a matter of deciding whether it constitutes the most 
urgent or desirable of all the claims on the limited funds 
available for capital development. In a trading undertaking, 
the main criterion is usually the estimated return on the capital 
employed. Often there is an agreed rate of return below which 
no project will normally be considered. This does not, however, 
eliminate the need to look at the relative yield on schemes 
which satisfy this test in order to decide priorities between 
them. Very often, too, it is necessary to undertake some un- 
remunerative capital investment, and this must be considered 
in relation to the expected return on other projects to ensure 
that the average yield on capital investment does not fall below 
what is agreed to be economically sound. Thus area electricity 
boards have to offset any prospective losses on investment in 
rural electrification, where the costs are not fully offset by 
consumers’ contributions, against gains from developments in 
urban areas. The National Coal Board have to aim at a minimum 
average return on capital, allowing for wide variations between 
Divisions, Areas and collieries according to local conditions. 

In both trading and non-trading organizations moreover, it is 
necessary to see that authorizations form a properly co- 
ordinated programme of work. They must not make excessive 
demands on some kinds of plant or labour while leaving others 
idle. The aggregate demand for scarce types of plant or man- 
power must not be allowed to exceed what is likely to be 
available; direct labour and machinery belonging to the 
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authority should not be left idle; and the inconvenience to the 
public must be minimized. Road works on alternative routes 
between the same places cannot be carried out simultaneously. 

The importance of appraising projects in relation to a long- 
term capital expenditure budget has been emphasized in the 
National Coal Board. Their memorandum of procedure states 
that 'All projects for the reconstruction of existing under- 
takings and for new works are considered within the general 
framework of the National Plan'. The information to be sub- 
mitted when seeking Board approval of a project must include — 

'the relationship and reconciliation of the scheme with the 
National Plan. Differences between the project and the 
National Plan estimates of capital expenditure must be 
broadly apportioned between under /overestimates and omis- 
sions, technical changes and price rises'. 

Schemes are to be compared not merely with the National 
Plan itself but with more detailed plans worked out for each 
Division and Area either as the basis for or the programme of 
action within the National Plan: 

'For colliery projects, for example, these Divisional and 
Area plans should also set out the order of priority of pro- 
jects in relation to the types of coal required, the availability 
of manpower, financial return, etc. Although the Divisional 
and Area plans will be comprehended in the National Plan 
and, as such, be approved by Headquarters they should be 
available for reference by Headquarters when necessary in 
order to provide the background against which individual 
projects can be judged.' 

The above applies only to the projects over ^ 250 , 000 , which 
require Board approval, but Divisions and Areas are expected 
to follow the same principles in approving smaller schemes 
within their delegated powers. 

Large capital projects can only be properly appraised in 
relation to a long-term budget. An annual budget is of little 
use for this purpose when schemes have to be authorized some 
years before completion. It can only be used effectively in 
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considering new projects likely to be completed in the year of 
authorization. Where a high proportion of capital work comes 
into this category, as in many hospital boards and in the 
distribution side of electricity supply, the annual budget can 
serve to ensure that projects are not authorized without regard to 
their intrinsic merits. The essential point is that capital expen- 
diture budgets cannot assist in the appraisal of projects before 
authorization unless they extend far enough ahead for all 
projects to have appeared in a budget before specific approvals 
are sought. 

Keeping to a Fixed Budget 

Government departments, the hospital boards and the main 
nationalized industries have to work to an annual budget which 
sets a firm ceiling on their capital expenditure. In practice this 
is usually treated as a minimum as well as a maximum. As it is 
very often less than they originally proposed to spend or con- 
sider desirable in the interest of the service, they try to arrange 
their capital work so that the budget is neither overspent nor 
materially underspent by the end of the year. Their aims are 
(i) to take the fullest possible advantage of the total funds 
allotted, and (ii) to ensure that the funds allotted are not 
exceeded. 

This system of fixed annual budgets for capital expenditure 
has aroused much criticism because it may involve departing 
from the agreed order of priorities and taking a long-term view, 
not using the available funds and resources to the best ad- 
vantage. Less urgent schemes may be undertaken solely be- 
cause they can be speedily executed to use up balances that 
would otherwise remain unspent at the end of the year, while 
more desirable schemes which take longer to plan and get under 
way have to be held over. Conversely, when there is a risk of 
overspending, schemes already auAorized or in progress 
may have to be held back, reduced in scope or stopped entirely, 
even though this means adding to the total cost of the job or 
postponing economies in running costs. The need to keep a close 
watch on aggregate expenditure may also add to the cost of 
administration, and cause insufficient importance to be attached 
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to controlling the total cost of each job, and seeing that there 
is no undue delay in completing projects once they have been 
started. 

These dangers are inherent in any system of financing or 
rationing capital expenditure by means of fixed annual budgets 
which are less than the authority concerned would otherwise 
have wished to spend. They could not be eliminated without 
allowing underspent or overspent balances to be carried for- 
ward from year to year, in cases where it could be shown 
that the variation was due to the rate of progress on schemes 
in the original programme. Such facilities would remove the 
inducement to sacrifice long-term economic advantages to the 
short-term objective of using each year's allocation to the full. 
Although commonly associated with parliamentary control of 
expenditure on Supply Services, the absence of carry-overs is 
not an inevitable feature of that system. Parliament regularly 
votes money for grants4n-aid that are paid over outright to 
other bodies even if they do not spend what they originally 
estimated in that financial year. On the other hand, the problems 
associated with lack of carry-over are not confined to Supply 
Services. The experience of the Post Office and the nationalized 
industries shows that the same difficulties arise when capital 
expenditure is financed from loan, if at the same time the govern- 
ment controls capital investment by fixing the total amount 
that can be spent in each financial year. Annual rationing of 
capital investment is not without its benefits, however. It 
provides an inducement to exercise restraint in proposing 
capital schemes and to put them forward in a considered order 
of priority. It imposes a valuable financial discipline on technical 
personnel in circumstances where no superior authority has 
the expert knowledge to question many of the assumptions on 
which their individual projects are founded. It also makes it 
imperative to establish a system of budgetary control which, 
once installed, is capable of assisting management in other 
directions as well. 

Budgetary control is essential to see that expenditure keeps 
within the budget and to avoid ad hoc actions which may involve 
imeconomic practices to avoid underspending. The annual 
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budget must provide for a co-ordinated programme of work 
with realistic estimates of the incidence of expenditure on each 
scheme. This minimizes the risk of having to alter plans during 
the year to avoid overspending or underspending the budget. 
There must also be a reserve of work planned, so that new 
schemes can be brought in during the year in a considered order 
of priority, if for any reason work covered by the budget is 
likely to be postponed or abandoned. Finally there must be a 
close watch on the actual expenditure and new authorizations 
in order to detect any tendency to overspend or underspend as 
early as possible and make corresponding adjustments in the 
schemes to be undertaken. 

To keep within a fixed annual budget calls for special checks 
on proposed new authorizations. Before they are granted the 
governing body or officers responsible for sanctioning individual 
projects must satisfy themselves that they are not likely to 
result in overspending the budget for the year. Regular state- 
ments of total authorizations to date are valuable for showing 
how far the budget is already committed and whether special 
measures may be needed to hold back or step up new authoriza- 
tions. One area electricity board, receives a monthly report 
on authorizations to date, estimated expenditure thereon in the 
current year, and how much more work can be authorized with- 
out overspending. The Ministry of Transport and Civil Avia- 
tion pay special attention to new authorizations for capital work 
on highways. The annual Estimates are derived from the 
current Road Programme, which includes estimates of the 
authorizations to be granted in each year as well as the estimated 
annual pa3Tnents. New authorizations to date can therefore 
be compared with the Road Programme, to see whether work 
is being put in hand as planned, or whether there is any danger 
of exceeding or materially underspending the total vote for the 
year. The Ministry's Finance Division has a special section at 
national headquarters Division to keep a running check on 
highway authorizations against the Programme and report 
any marked divergencies. These have seldom arisen, but the 
procedure ensures that they would not escape unnoticed. The 
local highway authorities or the Ministry's highway engineers 
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could then be urged to speed up their commitments or to slow 
down authorizations as appropriate. In practice, under-com- 
mitment has tended to be the greater danger, but in the aggre- 
gate variations have remained small in relation to the total 
estimates. In 1956-57 there was a small overspending on trunk 
roads and an underspending on classified roads, so that total 
capital expenditure on new works and major improvements 
exceeded the Estimates by only £30,000, less than a quarter 
of 1 per cent of the total of £lS^ million provided for capital 
expenditure in the Ministry'svotefor roads inEngland and Wales. 

Besides keeping check on new authorizations, an authority 
working on a fixed annual budget must watch the progress 
of actual expenditure. New authorizations must be considered 
in relation to the most up-to-date estimates of expenditure on 
work already authorized, allowing for any variation from the 
original estimates. Periodic statements of expenditure to date 
are usually produced for this purpose. In government depart- 
ments they are often part of the comprehensive statements 
prepared for all subheads, both current and capital. The 
Ministry of Transport and Civil Aviation use monthly returns 
of payments to date against the annual Estimate, for each major 
scheme and for the total annual allocation of each highway 
authority. The Ministry of Works prepare statements of 
payments against the budget five times a year, at the end of 
the third, sixth, seventh, ninth and tenth months. The Post 
Office prefer to use revised forecasts of out-turn for the year, 
which for most of their capital expenditure are prepared four 
times a year, in April, September, November and January. One 
Regional Hospital Board Treasurer compiles weekly statements 
of payments, in total and for each scheme, while another uses 
two-monthly statements showing all accrued expenditure. The 
National Coal Board call for monthly returns of capital ex- 
penditure against the budget for each Division and Area, 
supplemented by a 'main review' halfway through the year 
when the estimates for the remaining months are brought up 
to date and Divisions' total allotments may be revised if this 
can be done without departing from the Minister's total alloca- 
tion for the industry. The Central Electricity Generating Board 
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intend to ask Regions, Divisions and Project Groups for 
monthly statements of actual capital expenditure on major 
projects, supplemented twice a year by fully-revised Capital 
Budgets; the latter are the means of approving revised esti- 
mates of capital expenditure on minor projects, and provide 
information needed to control the Board’s total expenditure 
against the annual capital investment allocation. The Board are 
also endeavouring to achieve greater control by setting up 
master-plans relating estimated annual expenditure and physical 
progress on their capital schemes. 

With capital projects, unlike many items of revenue expendi- 
ture, there is often no reason to expect expenditure to be evenly 
distributed over the year. There may be a fairly regular seasonal 
pattern, especially where a large number of schemes are under- 
taken, but this is always liable to be upset by unforeseen delays 
or rapid progress on a few projects. To discover as soon as 
possible when there has been or is likely to be any material 
departure from the original budget demands close collaboration 
between the finance officers, who watch the progress of ex- 
penditure, and the architects, engineers and supplies officers in 
charge of the actual jobs or purchases. The technical depart- 
ments must be brought in to help in interpreting expenditure 
statements and to advise which schemes can be brought forward 
at short notice, or which can be halted or deferred with the 
least practical difficulty and without adding unduly to their 
total cost. Any financial or technical development likely to 
upset the budget should be reported to all concerned as soon 
as it becomes known, in order that any possible corrective 
measures can be put into operation with the minimum delay. 

Regular reviews of capital expenditure against the budget are 
also desirable as a check that no significant developments have 
been overlooked. Special meetings are often arranged for this 
purpose. In one Regional Hospital Board, for example, the 
Treasurer, Architect and Engineer meet monthly to review the 
position on works in the annual programme and to agree which 
schemes should be deferred, halted or brought into the pro- 
gramme to compensate for any tendency to overspend or under- 
spend. 
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Ability to detect likely causes of variations is a skill developed 
by experience in dealing with a particular kind of capital work. 
Hence the difficulties encountered by the hospital boards and 
nationalized industries in their earlier years of working to fixed 
annual budgets can be expected to diminish as they become 
more practised in the art of estimating the incidence of ex- 
penditure and detecting deviations in performance. Already by 
1956 , the Guillebaud Committee was able to report that the 
hospital boards had become ‘much more skilled in the art of 
planning a capital programme over a twelve month period'.^ 
While the total allocations for capital expenditure rose from 
£7 million in 1948-49 to ^18*5 million in 1957-58, the 
variations between allocations and actual expenditure have been 
greatly reduced. In the first three years of the service there 
were annual underspendings of over ^1 million, but since 
195l-5£ the variations have never exceeded ^0*5 million 
and in two years the out-turn has been almost exactly equal to 
the allocation.^ The chief cause of variations in recent years 
has been the difficulty in the absence of previous experience, 
of forecasting how long it takes for an expanding programme, 
including a higher proportion of larger schemes, to get under 
way. 

The nationalized fuel and power industries have also achieved 
a high measure of success in keeping capital expenditure in line 
with their annual budgets, as shown by the figures opposite 
for the financial years beginning in 1956 and 1957.® Thus the 
slight overspendings in the electricity supply industry were more 
than offset by underspendings by the gas boards and the 
National Coal Board. 

^ Cmd. 9663/para. 330. 

® The overspending ( + ) or underspending ( — ) in each year has been (£l 
million) 


1948-49 

— 1-7 

1953-54 

Nil 

1949-50 

— 1*5 

1954^55 

-0-5 

1950-51 

-1-3 

1955-56 

+0-1 

1951-52 

—0*5 

1956-57 

Nil 

1952-53 

-hO-6 

1957-58 

-hO-2 


{Source Ib,, para 327 and Ministry of Health). 

® Capital Investment in the Coal, Gas and Electricity Indtistries, Cmnd. 132/1957 
and Cmnd. 415/1968. 
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Capital Expenditure in millions 



Tear 

Approved 

Actual 

Difference 

National Coal Board 

1956 

107 

96 

-11 


1957 

107 

103 

- 4 

Electricity Supply, 

1956-57 

195 

206 

+ 11 

England and Wales 

1957-58 

2SS 

240 

+ 7 

Gas Council and Gas 

1956-57 

52 

51 

- 1 

Boards 

1957-58 

59 

56 

- 3 


Local authorities are not under the same compulsion as the 
other types of public authorities to see that their capital ex- 
penditure is neither more nor less than an agreed amount 
in any given financial year. Once capital projects are authorized 
by the council and sanctioned by the government, expenditure 
is normally allowed to proceed provided that the total estimated 
cost of each job is not exceeded. 

Even where the Council approve an annual capital expenditure 
budget, they do not usuaUy regard it as setting such rigid 
limits on spending during the year that work is deliberately 
held back or jobs of lesser priority brought forward simply in 
order to spend the amount originally estimated in the budget. 

Although local authorities' capital expenditure budgets are 
not a fixed authorization to spend they can be regarded as a 
yardstick of what expenditure ought to be. While spenders 
are not expected to amend their plans and priorities simply to 
keep to their estimates, they can be asked to explain any varia- 
tions between actual and budgeted results. By no means all the 
authorities who prepare capital expenditure budgets go on to 
make these retrospective comparisons of results with the budget. 
For those who do, however, they provide a check on and a 
deterrent to bad estimating or undue dilatoriness in the execu- 
tion of authorized schemes. 

These benefits of budgetary control are not of course limited 
to local authorities, but they deserve special emphasis in the 
local government field because of the widespread tendency to 
adopt annual capital expenditure estimates which in the 
aggregate invariably prove much higher than actual expendi- 
ture and are consequently incapable of being used as a basis 
for the finance budget or a yardstick, along with the estimated 
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cost of each scheme, for reviewing the actual results. Where 
spenders are made to regard the budget as firm figures to 
which they are expected to adhere, this has helped to improve 
the accuracy of their estimates and thus facilitate the task of 
estimating financial requirements and loan charges and reduced 
the temptation to abandon capital budgeting as too unreliable 
to be worth the effort entailed. 

Improving the Accuracy of Future Budgets 

Although long-term capital budgets are used mainly as a 
basis for planning and appraising proposed new authorizations, 
comparisons of actual results with the budget can also be valu- 
able for achieving greater accuracy in future budgets. They 
show how far the estimates proved capable of realization, where 
and why they went wrong, and to what extent to budget on 
different assumptions in the future. 

If the long-term budget is not drawn up afresh at regular 
intervals, such comparisons show when it has become so un- 
realistic as to require general revision or replacement. Thus the 
Plan for Coal of 1950 was not regularly revised, but by the end of 
five years it was found that, as described in Investing in Coal: 

'Experience during the past five years has shown that both 
the difficulties and the cost of creating a healthy coal in- 
dustry were much greater than was thought at the time . . . 
Various minor adjustments were made during the intervening 
years, but towards the end of 1955 the time had arrived when 
a full-scale review became necessary. The Board have there- 
fore examined the original Plan in the light of new know- 
ledge gained and now present their revised Plan'.^ 

A new plan was therefore worked out afresh in detail, with 
important changes in the underlying assumptions as to output, 
manpower, costs, demand and the rate of technical develop- 
ment possible. In 1958 the Select Committee on Nationalized 
Industries (Reports and Accounts) urged that more use could 
still be made of budget comparisons by the National Coal 
Board to achieve realism in the long-term budget: 

^ Investing in Coal (1956), p. G. 
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'Though the overall plan may be designed to be flexible, 
it is still the basis on which investment in the industry from 
year to year is considered. Thus it is important that, in 
the light of experience, it should be continually re-examined 
and, where necessary, amended,'^ 

To ensure that this was being done, the Select Committee 
recommended that an overall comparison of results with the 
estimates in Investing in Coal should appear in each of the 
Board's annual reports.^ The Board have agreed to adopt this 
recommendation. 

Comparing results with the estimates can also be helpful in 
improving the accuracy of future budgets, whether long-term 
or annual. A persistent problem in many public authorities 
has been the tendency to overestimate how much capital work 
can be carried out within a given period. Some allowance for 
this measure of unrealism has to be made by those allocating 
funds or using the estimates for policy-making purposes. 
Comparisons of previous results with the corresponding budget 
are taken as a guide to how far the new budget ought to be 
scaled down. Some electricity Generation Divisions, for 
example, have had large cuts in their Capital Budgets for 
minor works on the grounds that these had been substantially 
underspent in the past. Even where Divisions' separate budgets 
were unchanged, further reductions were often made in the 
aggregate estimates for the industry in order to allow for un- 
foreseen delays and similar factors for which spending units 
could not reasonably be expected to estimate individually 
but which could be fairly accurately forecast for the country as a 
whole. In the same way, spenders' relative propensities to 
overestimate in previous years have been taken into account 
by the Ministry of Works in settling their allocations for 
different branches of capital work, and by the Ministry of 
Transport and Civil Aviation in their capital expenditure alloca- 
tions to local highway authorities. Such adjustments are essen- 
tial to provide reliable forecasts of total expenditure and to 
1 Report from the Select Committee on Nationalized Industries (Reports and 
Accounts), 1967-68, H.C. 187, para. 49. 

* Ib., para. 50. 
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avoid seriously underspending the budget. Similarly, in those 
local authorities where capital expenditure budgets tend to be 
approved by the council at a level which in the aggregate sub- 
stantially exceeds the probable expenditure, allowance for this 
must be made in the finance budget in order to avoid borrowing 
more than will actually be needed. 


CONCLUSION 

(l) Working to a capital expenditure budget involves [a) 
checking proposed new authorizations against the budgets, 
both long-term and annual, to see that schemes are started as 
planned; and [b) comparing actual results with the budget with 
a view to investigating and taking action on variations. 

(2) Comparisons of actual results with the budget are 
important for securing accuracy in estimating and ensuring 
that, once started, schemes are completed with the minimum 
delay. 

(S) The system of rationing public authorities' capital 
investment by means of annual allocations provides an addi- 
tional reason for very careful budgeting. Long-term as well as 
annual budgets are needed, as commitments for major schemes 
are not readily responsive to annual adjustment or revision. 
Budgets based on planned programmes of work and rapid 
reporting of variations are essential to ensure adherence to the 
allocations without resort to undesirable short-term expedients. 
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CHAPTER X 


THE CASH BUDGET 


CASH budgets were defined in Chapter I as 'budgets of cash 
receipts and disbursements during a period’. In the central 
government of Great Britain, the main Budget and accounts 
are drawn up in terms of cash receipts and payments. In other 
public authorities where the main accounts are on an income- 
and-expenditure basis, a cash budget is an integral part of the 
budgetary structure. It is the means of planning, forecasting 
and keeping check on the balance which will be available at the 
bank to meet the payments falling due in respect of either 
revenue or capital transactions. It will show when and to what 
extent temporary borrowing may be required, or surpluses are 
likely to be available for temporary investment. • 

A cash budget is concerned to show the net effect of all 
receipts and payments. The estimates must be as precise as 
possible as to their timing. Although they may extend for a 
year or more ahead, they have to be broken down for relatively 
short periods, usually monthly or weekly. This is the only way to 
ensure that a budget showing a satisfactory balance at the end 
of the period does not obscure the prospect of a temporary 
shortage of cash at some point within that period. 

The table overleaf is an example of the annual cash budget 
of a nationalized industry. Separate figures are given for every 
month and for the year as a whole under each of the headings. 
The last lines in each table must always be the same. For the 
year as a whole, the cash budget must also link up with the 
revenue, capital expenditure and finance budgets. Cash require- 
ments will be equal to the difference between payments in 
respect of capital expenditure and the internal resources — 
trading surpluses or depreciation provisions — available to 
finance it, plus or minus any variations in working capital 
requirements. 
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I. Borrowing Requirements during the Month 
Capital Payments 
Revenue and other Payments 

Total Payments 

minus Revenue Receipts 

Net Outgoings 

plus Borrowing Brought Forward 

Borrowing Carried Forward 

II. Sources of Borrowing Outstanding at end of Month 
Minister 

Banks or Other Persons 
Subsidiary Companies 

Total Borrowing Carried Forward (as above) 


In private businesses, the supply of cash is often, in the 
short run, the decisive limitation on what can be done. Taking 
a longer view, it is also the basic consideration in deciding to 
undertake new capital expenditure and engage in further 
development and expansion or to raise fresh capital. Hence the 
cash budget is a major instrument for policy-making at the 
highest level. 

In many public authorities the cash budget tends to occupy a 
less prominent position compared with the other kinds of 
budget. This is because their expenditure is financed or con- 
trolled by higher authorities in ways which seldom make them 
feel conscious of the supply of cash as a direct limiting factor 
in their decision-making. In local government and, to a some- 
what lesser extent, in the nationalized industries, the cash 
budgets are generally a reflection rather than a determinant of 
the revenue and capital expenditure budgets. They are often 
left largely to the finance officers and not examined at so high a 
level as the other budgets. They are still essential, however, 
for a variety of purposes. They help in arranging to have 
sufficient cash on hand to make payments as they fall due, yet 
at the same time avoiding the unnecessary expense of holding 
idle balances larger than are actually required. They thus 
influence decisions as to temporary borrowing or investments 
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or as to the timing of receipts or pa3Tnents where this lies 
within the discretion of the organization. Where receipts or 
payments are made in foreign currencies, the cash budget is also 
important in planning to keep sufficient local currency available 
in each country and in deciding when to repatriate surplus 
balances. The following paragraphs describe some of the princi- 
pal applications of cash budgets in public authorities in Great 
Britain. 

Government Departments 

Many departments of the central government have little need 
for special budgets to plan or keep check on the supply of actual 
cash, since most payments are made centrally through orders 
drawn on the Paymaster-Generars Account or locally through 
orders drawn on the Post Office. The chief exception is where 
payments have to be made locally in cash, notably for pensions, 
national insurance and family allowances and, on a smaller scale, 
for wages and salaries of employees at local and regional offices. 
Local offices then have to supply forecasts of their cash require- 
ments and any local cash receipts, usually at weekly or monthly 
intervals, in order that the Ministry can arrange to have the 
cash available as and where it is wanted. 

The Hospital Service 

Hospital authorities have to submit monthly cash budgets, 
known as 'cash requisitions', to obtain money to finance the 
expenditure authorized in their approved Estimates for the 
year. Regional Hospital Boards and Boards of Governors send 
the Ministry monthly requisitions showing their estimated 
payments and receipts in each week of the month ahead, in 
respect of both capital and running expenses. The Ministry 
make weekly payments to cover their estimated net require- 
ments for the week ahead. Hospital Management Committees 
submit similar requisitions to their Regional Board, from whom 
they receive weekly instalments of cash to meet current pay- 
ments. 

The cash requisitions are also used by the Ministry as a check 
on whether, even though the boards may be keeping to their 
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approved income-and-expenditure Estimates, the Ministry's 
own. cash Estimates are in danger of being either overspent or 
materially underspent. This might happen if payments for 
stores, changes in cash balances or carried over payments for 
work done in previous years differed from what was allowed 
in the cash Estimates. After some years' experience, the depart- 
ments can usually estimate these items fairly accurately, 
though there are especial difficulties as regards carried over 
capital payments. But the monthly cash budgets have sometimes 
led the Ministry to urge hospital authorities to avoid either 
any undue accumulation of creditors which could result in cash 
under spendings, or a building up of cash balances which, 
besides being uneconomic, could lead to a cash overspending. 

Local Authorities 

Most local authority treasurers have devised some form of cash 
budgets to assist them in keeping adequate cash balances and in 
borrowing or investing money where necessary in accordance 
with the general policy of the council. Some authorities aim to 
arrange long-term borrowing so that they can manage without 
temporary loans. Others make considerable use of short-term 
money to finance capital expenditure as well as revenue 
transactions. The extent to which this is done will depend on 
the comparative cost of long-term and short-term borrowing, 
the prospects of a rise or fall in interest rates, and the availability 
of long-term funds. Scottish local authorities have to keep their 
temporary loans within a statutory limit of 15 per cent of all 
borrowing other than in anticipation of current revenue. 
Borrowing to meet temporary deficits on revenue account is 
more extensive in Scotland than in England and Wales owing 
to the Scottish practice of not levying rates until some months 
after the beginning of the financial year. 

Cash receipts from rates are normally very unevenly dis- 
tributed over the year, with heavy inflows following the issue of 
rate demands at the half-years and a smaller and diminishing 
flow of arrears afterwards. Nevertheless the seasonal distribu- 
tion seldom differs much from year to year and can therefore be 
estimated reliably from past trends. Government grants, the 
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second main source of revenue, are usually paid in monthly 
instalments and are easier to estimate because the total sum to 
be paid is generally known in advance. Apart from a few major 
capital payments which can usually be isolated without much 
diihculty, payments tend to be more evenly spread over the 
year. The largest part is usually for wages and salaries where 
there are no appreciable carry-overs and the cash estimates 
can be taken directly from the Rate Estimates. Hence the cash 
budget will normally show a gradually diminishmg balance 
as the time for new rate demands approaches. Rough estimates 
of cash receipts and payments are often prepared for six months 
or a year, together with more frequent cash budgets in greater 
detail for the month or two immediately ahead. The former 
give a preliminary indication of whether temporary borrowing 
may be needed. The latter enable actual cash balances to be 
compared with the budget at frequent intervals — generally 
every few days if not daily — ^to see whether any change in 
borrowing plans is needed to keep a safe balance in hand. 

Subsidiary cash budgets are also needed when cash payments 
have to be made at outlying offices or institutions. These are 
especially important among county councils where some of the 
largest services may be organized through divisional offices 
who make some payments, notably wages and salaries, directly 
from local bank accounts. The local office must then submit 
periodic forecasts of its cash requirements in order that its 
account can be appropriately replenished. 

The Nationalized Industries 

The nationalized industries employ cash budgets for internal 
checks and to let the government know what they will need to 
borrow from the Exchequer to meet their approved capital 
requirements and, in the case of the National Coal Board, their 
temporary borrowing needs as well. 

In the National Coal Board all banking arrangements are 
centralized in a single account at the Bank of England. This is 
cleared daily by advances from or repayments to the government 
as required. At weekly intervals the Board supply the Ministry 
with forecasts of advances and repayments as a guide to their 
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probable needs. Actual advances and repayments are not fixed 
in advance but decided from day to day according to the actual 
balance. The advances required may in the short term be very 
largely influenced by variations in working capital and in the 
revenue out-turn for the year. In the long run, of course, they are 
largely determined by the annual capital expenditure budget 
approved by the Ministry. Once this is settled, the government 
assumes responsibility for providing the cash needed. 

The other nationalized industries have different responsi- 
bilities for controlling their own cash balances. They can 
obtain Exchequer advances to finance long-term capital ex- 
penditure, but for fluctuations in working capital they are 
expected to arrange temporary borrowing by bank loans and 
overdrafts. Exchequer advances are obtained through the 
appropriate minister at regular intervals to meet the applicants' 
estimated requirements for the ensuing period for capital 
expenditure and to work within a reasonable margin of the 
overdraft and loan limits agreed with their bankers. When this 
method of financing was introduced in 1956, some advances 
were also made to enable the boards to reduce their temporary 
borrowings to a level corresponding to their normal short- 
term needs. Exchequer advances were originally made at 
monthly intervals. Since 1958 they have been made fortnightly, 
after the Comptroller and Auditor General had urged that the 
existing practice be reconsidered in the light of the general 
principle that no advance of public money should be made until it 
was actually needed by the recipient.^ 

The gas and electricity supply industries each have cen- 
tralized banking arrangements. The local accounts of individual 
boards cannot be overdrawn but are kept in funds by drawing 
on the central account for the industry. Surplus funds in the 
local accounts are transferred to the central account to keep 
overall borrowing requirements to a minimum. The central 
account can be overdrawn up to a maximum agreed with the 

^ Finance Act, 1966, Advances to Nationalized Industries and Undertakings 
(Minister of Power) Account 1966-57, H.C. 1957-58/109, p. 6. 

Finance Act, 1966, Transport (Railways Finances ) Act, 1967, Advances to Nationa- 
lized Industries and Undertakings (Minister of Transport and Civil Aviation ) 
Account, 1966-57, H.C. 1957-58/110, p. 8. 
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bank and approved by the government. As this limit approaches, 
the Gas and Electricity Councils apply for Exchequer advances 
to cover their industry’s long-term capital needs and keep the 
overdraft commensurate with short-term borrowing require- 
ments. Quarterly cash budgets are submitted to the Ministry 
of Power in support of their applications for Exchequer 
advances. 

The air corporations likewise have to support their requests 
for Exchequer advances with a quarterly return of actual or 
estimated cash requirements for each quarter of the current 
financial year, supplemented each month by a forecast of pay- 
ments to be made in the month and funds available from other 
sources. The British Transport Commission, however, have so 
far found difficulty in providing regular cash budgets for a full 
year ahead. They inform the Ministry two months beforehand, 
of the advances they are likely to need, and then make a formal 
request for a specific sum a few days before the money is to be 
paid.^ 

In the airways corporations another important application of 
cash budgets is in the management of their extensive holdings 
of foreign currencies. Revenue at overseas stations generally 
exceeds local expenditure, so the corporations must arrange 
to repatriate or invest any surplus funds in order to minimize 
idle balances. In the case of British Overseas Airways Cor- 
poration, a somewhat different situation arises in the United 
States where disbursements of local currency earnings are made 
not merely to meet local current expenditure but also to meet 
or assist in meeting U.S. dollar capital payments of appreciable 
size related to the purchase of American aircraft. To assist 
in handling these problems, the Corporation keeps separate 
cash budgets for each overseas station. Stations are required 
to submit each month cash budgets for the following three 
four-week periods. Stations in the dollar area and stations whose 
currency is experiencing special foreign exchange problems 
have also to supply annual cash budgets for a year ahead and 
weekly budgets against which actuals are checked. Station 
budgets are incorporated into a consolidated cash budget for 

^ H.C. 1957-58/110, p. 8. 
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the whole Corporation, In addition Balance of Payments 
Forecasts are prepared to show estimated transactions in each 
currency. The Ministry ask for such forecasts every six months 
covering the next three half-years, and for a statement each 
quarter of the actual position for the previous quarter. A daily 
or weekly check is kept on cash transactions against the cash 
budgets, and a monthly report is made to the Board sum- 
marizing the cash position and borrowing requirements. This 
report also comments upon such issues as the Balance of 
Payments Forecasts for 'problem' currencies or Treasury 
authorizations for dollar payments. The Ministry is informed 
of the actual cash position in the quarterly balance of payments 
return and through the actual results quoted in the quarterly 
cash forecast. 


CONCLUSION 

The cash budget is an integral part of the budgetary system, 
linking up with the revenue, capital expenditure and finance 
budgets whose contents it reflects. In public authorities it 
sometimes occupies a less prominent role than these other 
budgets, principally because their method of financing does not 
make the supply of cash appear as the immediately decisive 
limitation on what can be done. But the cash budget is never- 
theless a vital tool for planning, regulating and keeping check 
on the supply of money to meet payments as they fall due, with- 
out incurring unnecessary expense in holding idle balances. 
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CONCLUSIONS 


BUDGETING is indispensable for efficient administration in any 
organization. The first part of this chapter summarizes how and 
why it has a distinctive contribution to make. The second section 
examines at greater length the points where further develop- 
ments or more widespread adoption of current practices might 
enable the potential benefits of budgeting to be more fully 
realized. 

THE PLACE OF BUDGETING IN ADMINISTRATION 

The essential character of budgeting is everywhere the same. It 
consists in setting up statements of future expectations, 
couched mainly in financial terms, for each part of an organiza- 
tion, and combining these into an integrated master budget 
for the whole undertaking. But the methods whereby estimates 
are brought together and reconciled with the decisions of higher 
authorities are bound to differ from one undertaking to another, 
on account of the differences in their activities, size and structure 
and the varying statutory and ministerial requirements with 
which they have to comply. These considerations necessarily 
affect the length of time taken to prepare the budget, the number 
of tiers of authority through which estimates and variation 
statements have to pass, the form in which they are presented 
and the type of action to which they are likely to give rise. 

In all organizations, however, budgeting can assist manage- 
ment at every level in several ways. In the first place, it helps 
in making and reviewing policy, by encouraging comprehensive, 
forward-looking planning and decision-making, and providing 
both the information and the occasions for regular reviews of 
plans and prospects for the future. Secondly, it supplies yard- 
sticks against which the actual results can be judged, thus 
helping to assess their significance and decide what action may 
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be called for in consequence. A budget can be used in both 
these ways, whether it relates to income and expenditure on 
revenue account, capital expenditure, or finance and cash 
transactions. The budget may have been instituted primarily as 
(i) a plan of spending, (ii) an authorization to raise revenue 
or incur expenditure, (iii) a forecast on which to found future 
policy, or (iv) a yardstick of efficiency. But whatever its original 
object, it can usually be adapted to serve the other purposes 
as well. 

Some informal budgeting goes on, often almost subcon- 
sciously, in even the smallest business and private households. 
But in large and complex organizations more systematic 
budgeting is required. There, besides its other benefits, the 
budget can also be the means of defining the responsibilities of 
subordinates in broad terms while still enabling their superiors 
to keep in touch with the main developments. The separate 
budgets for each part of the organization can be brought 
together and summarized in a master budget indicating the 
overall prospects. The master budget can also be broken down 
to let each responsible individual know what is expected of him. 
The actual results can then be compared with the budget and 
any unexpectedly good or bad performance traced back to the 
persons or circumstances immediately responsible. 

Budgeting is especially important among public authorities 
because of the preponderance of large and highly complex 
organizations. Few companies approach the size of the larger 
government departments or nationalized industries. Nor do 
many companies carry on so many and diverse activities all 
financed from a single pool of revenue, as is the normal practice 
not only in the central government but also, despite their 
much smaller size, among local authorities. Public bodies must 
also hold themselves accountable to the public through 
ministers or elected assemblies. This creates an additional use 
of budgeting as a means of publicizing plans and expectations. 
Non-trading public authorities have a further reason to lay 
special stress on budgeting, because many of their activities 
are less susceptible to other methods of control, such as the 
profitability tests and standard costing, which commercial under- 
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takings have often evolved to complement their budgetary 
control. For all these reasons, budgeting in the public sector 
presents both special potentialities and special difficulties. 


THE SCOPE FOR DEVELOPMENTS 

[a) Making the Budget Serve all its Potential Purposes 
To get the full value from a budgetary system, it must be made 
to serve all its potential purposes. Where it started with a 
single purpose in view, such as fixing taxes or prices or 
authorizing expenditure, every effort should be made to put 
it to other uses as well, making such modifications in the form 
of the budget or the budgetary procedure as may appear 
necessary. Budget preparation should become the occasion not 
merely for determining taxes or prices, but also for a compre- 
hensive review of all proposed activities, considered as part of a 
co-ordinated programme. Once adopted, the budget ought to 
remain in constant use for assessing the implications of new 
developments and proposals as they arise. The budget should 
also be used to set standards against which to appraise the 
subsequent performance and so decide where changes in 
policy may be called for and where to apportion praise or 
blame for the results achieved. 

In seeking to obtain the fullest benefits from budgeting, two 
main problems have to be surmounted. The first is that of 
applying budgeting to all its potential uses and not merely to 
one or two. This arises among local authorities, for example, 
where many councils still regard the revenue budget as almost 
exclusively an instrument for fixing the rate and putting a 
ceiling on expenditure. The question whether the budget or 
the actual results represent an efficient use of the resources 
devoted to each service may receive very little attention. There 
is seldom any regular machinery for reviewing performance 
against the budget retrospectively, such as the Public Accounts 
Committee provides in the central government. Local authority 
trading undertakings, not being financed from the rates, often 
have no regular budgets at all, even though all the other reasons 
for a budget are just as much present as in any other service. In 
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the central government too, the tradition has been to stress the 
authorization aspect of budgeting. The Estimates and Appro- 
priation Accounts are kept in a form which, while adequate for 
controlling the authority for payments, does not always make 
them the most suitable for policy-making, defining individual 
responsibilities, measuring costs, or setting tand judging stan- 
dards of efficiency. The development of these latter applications 
of budgeting has consequently necessitated separate systems of 
budgetary control within some departments. 

The second problem is therefore, where budgets are already 
being used for several different purposes, to try as far as 
possible to make the same budget serve for all. Some modifica- 
tions may be desirable according to the purpose in question at 
any particular time. Where the budget is being considered as a 
yardstick of efficiency, for example, it may be convenient to 
omit certain uncontrollable fixed charges which have to be 
taken into account when deciding how much revenue is required. 
Or there may be a fixed budget for settling taxes or prices, while 
certain parts of the organization are controlled against flexible 
budgets for different levels of output. But all these variants 
should be essentially modifications of the same sets of estimates, 
only grouped and presented somewhat differently. To prepare 
quite separate budgets for each purpose is bound to mean over- 
lapping and duplication of work, and very likely inconsistencies 
between the different sets of estimates as well. While it may 
not be possible immediately to devise a form of budget and 
budgetary procedure which will serve every purpose with a 
minimum of duplication, this ideal should always be kept in 
mind as existing techniques develop and new applications are 
found. This question is receiving special attention in the coal 
and electricity supply industries. In the central government, 
parallel budgets on different bases for authorizing expenditure 
and for framing policy, measuring costs and apportioning 
responsibilities, will remain essential while the present form of 
Estimates and Appropriation Accounts continues. This problem 
raises some major issues relating to the form of government 
accounts which will be dealt with more fully in section (<?) 
below. 
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(6) Identifying Responsibilities in the Budget 
One of the greatest contributions of private industry to the 
development of budgeting has been to demonstrate the immense 
benefits to be gained by using the budget to define the responsi- 
bilities of individuals, in terms of the results that each is ex- 
pected to attain. The complete master budget for any organiza- 
tion — ^public or private — should be so constructed that every 
part can be identified with the responsibilities of a particular 
individual. This functional breakdown should extend to the 
lowest practicable levels of supervision, so that they can know 
what is expected of them and their superiors have a yardstick 
for measuring good or bad performance. 

Budgets often have to be built up from figures for separate 
expense items — ^wages and salaries, materials, depreciation 
and so on. But the complete budget should nevertheless show 
the amounts for which individuals in positions of authority are 
responsible in respect of each of their allotted functions. Having 
agreed on the total budget for each function, higher manage- 
ment should leave their subordinates to carry out their duties 
with a minimum of detailed financial supervision. Budgeting can 
thus both lighten the task of exercising higher control and guard 
against the feelings of frustration and the deadening of initiative 
that may arise where there has to be constant reference to 
higher authorities for financial consents. 

Those responsible for any activity should not have a budget 
imposed upon them from above without prior consultation. 
They ought to be actively concerned in its preparation from the 
earliest stage. They will have to be told the broad limits within 
which to budget, in so far as these depend on expected demand, 
government policy, physical shortages and other factors outside 
their control. But they should then be given an opportunity 
to state what they think their portion of the budget ought to be. 
This may have to be altered later, after discussion with and by 
higher authorities, because of unrealism in the original estimates 
or other competing claims on limited resources. But the figures 
finally adopted should wherever possible be agreed with those 
responsible for each function. It is also desirable that controllable 
and uncontrollable expenditure should be distinguished in the 
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budgets and variation statements. Thus the person responsible 
for the budget cannot be called to account for the effects of a 
national wage award, but he should clearly be asked for an 
explanation if inefficiency in his existing labour force leads him 
to engage additional staff. 

This decentralization of budgetary responsibility is not of 
course in any way inconsistent with a centralized accounting 
system which may be organized to supply management at all 
levels with accounting data, and with assistance in its inter- 
pretation if desired. Greater centralization of accounting is an 
inevitable corollary of the increasing use of mechanized and 
electronic equipment which needs a large volume of work to 
keep it sufficiently occupied to justify the capital outlay. There 
is, however, no reason why the function of recording and 
producing financial information for such a system should be 
performed by different people from those who are responsible 
for controlling income and expenditure against the budget. 
It should always be emphasized that such arrangements do not 
in any way reduce or interfere with each individuahs responsi- 
bility for the budgets and variation statements for the function 
committed to his charge. 

The specialist finance officer is thus left with a dual role in the 
budgetary process. As accountant, he has to provide information 
to every level of management. As financial adviser and critic, 
he has to see that the financial implications of every new develop- 
ment and proposal are properly understood. He must always be 
ready to take the initiative in proposing revisions in the esti- 
mates or alterations in the budgetary procedure, should his 
expert training and experience suggest these to be desirable 
to make the budget and variation statements more effective 
aids to management. But others should never be allowed to 
think of the budgetary system as his sole preserve. Those who 
are in a position to act on the information should be encouraged 
to say what changes in its form or timing would help to make 
it of greater practical use. 

Chapter IV showed that many public bodies have already 
gone a long way in decentralizing budgetary responsibility 
and that some were planning to do so still further, for example 
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by instituting separate budgets for each department in hospitals 
and for each of the main processes in an electricity generating 
station. Progress in this respect, along the lines pioneered by 
private industry, will inevitably have to be gradual, as time is 
needed to build up adequate experience for budgeting to yield 
its full benefits. Much will depend on the development of 
standards whereby the budget can be related to the underlying 
non-financial plans and expectations. 

[c) Relating the Budget to Non-Financial Plans and Standards 
The budget should always be regarded as the reflection of the 
underlying non-financial assumptions as to the amount of work 
to be done and the manpower, materials and other resources 
needed to perform it. The first essential in budgeting is to see 
that these basic data have been realistically assessed. Once this 
has been done, any further discussion of changes in the estimates 
or variations in performance must distinguish between those 
involving some alteration in the extent or quality of the service 
and those brought about by greater or less efficiency, without 
affecting the quantity or quality of the service. Discussion of 
*cuts', 'savings", 'economies", 'underspendings", 'overspendings" 
and so forth is frequently confused by failing to distinguish 
between these two quite distinct categories. Just where to 
draw the line between them is usually a matter for argument 
in any particular case. The important point is to recognize 
that such a distinction always exists, and not to discuss any 
proposed changes in the budget or variations in performance 
without being clear into which of the two categories they 
fall. 

The budget and variation statements cannot therefore be 
properly understood unless they are presented in a form which 
reflects the underlying non-financial assumptions or results. 
Where the final product consists of services, it may be difficult 
to find precise units of measurement as is often possible 
in trading undertakings producing a homogeneous commodity 
or repetitive batches of goods. Yet in many cases a sufficiently 
reliable indication of the amount of work done can be given by 
various statistical data, such as the numbers of cases treated or 
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distances covered. Where the work is not sufficiently repetitive 
for even this type of measurement, as with some capital schemes, 
building maintenance or research, it is possible to show what 
the budget has to cover by listing each of the main projects 
and their estimated cost. 

Some attempt at measuring the work to be done, at least 
approximately, is essential before considering standards of 
efficiency since this depends on the relationship between the 
costs incurred or resources used and the goods or services 
produced. The standards may be formulated in terms of money — 
unit costs or the total cost of a programme of work — or in other 
quantitative terms — the amount of raw material needed to 
produce a given quantity of output, the staff required to handle 
a certain number of claims, petrol and oil consumption per 
vehicle-mile, and so on. The most suitable indices of efficiency 
will depend on the character of the services, what information 
has to be compiled for other purposes, and whether the standards 
are for use primarily by top management, technical experts or 
the people actually doing the job. Non-financial standards, 
such as manpower or fuel consumption, are often preferable at 
lower levels, as being more easily compiled and more readily 
understood. Senior administrators, with a wider range of respons- 
ibilities, tend to rely more on money values as the only common 
unit of measurement for all the activities under their charge. 

In many public services it is difficult to reach general agree- 
ment on what standards ought to be or what a service ought 
to cost in any given set of circumstances. But this is no reason 
why the unit costs of undertakings exercising similar functions 
should not be used as a guide to their relative standards — both 
in the quality of the service provided and in the efficiency of 
those performing it. The action taken on Hospital Costing 
Returns, for example, has shown how differences in unit costs 
can be taken as starting points for investigations that may 
be most fruitful in bringing extravagances or inadequacies to 
light. Nor should it be forgotten that no one standard is ever 
likely to be an all-sufficient index of efficiency. Many factors 
have to be considered in conjunction with each other in order 
to obtain a balanced view. 


262 



CONCLUSIONS 


To introduce more suitable standards will often call for 
further development of costing systems, clearer distinctions 
between fixed and variable expenses, flexible budgets for 
different levels of output, and uniform costing systems for 
similar undertakings. At the same time, however, it is important 
when seeking more precise standards, to guard against making 
the controls too costly. The expense of producing the informa- 
tion has to be balanced against the economies likely to result, 
as compared with what might be achieved by using more 
approximate standards. The standards assumed in successive 
budgets must also be regularly re-examined and, where 
appropriate, revised, and the standards actually attained must 
be interpreted and followed up, in the light of experience and 
knowledge of the attendant circumstances. 

Measuring work and setting standards can present special 
difficulties on major capital development and research projects, 
where these are of a highly technical character and there have 
been no closely comparable schemes to which reference can be 
made. Their estimated total costs and the corresponding 
provisions in each year's budget will depend very much on 
the figures put forward by the technical experts or contractors 
immediately concerned. It is therefore essential to make these 
persons squarely responsible for estimates, in order to give them 
a personal interest in making them realistic and seeing that 
they are adhered to once the work begins. At the same time, 
much can still be done to test the validity of the experts' 
estimates by careful technical and administrative review of their 
underlying assumptions. The administrator must make a com- 
mon-sense judgment of the basic soundness of the scheme. With 
his wide experience of other development or research projects, 
he should never fail to look into such questions, in so far as they 
are relevant, as the adequacy of contingency provisions, the 
probable effects of inflation, and whether sufficient allowance 
has been made for the associated problems of housing, transport 
and communications. 

[d) Long-Term Budgeting for Capital Expenditure 

For capital expenditure, there should always be a long-term 

263 



BUDGETING IN PUBLIC AUTHORITIES 

budget covering more than a single year. It should extend far 
enough into the future for schemes to be considered as part of a 
co-ordinated budget before the time comes for them to be 
planned in detail and specific authorizations sought. In this 
way, each proposal can first be examined in outline in relation 
to the expected needs or demand and other claims on the total 
resources available for capital investment. This helps to ensure 
that schemes are carried out in an agreed order of priority, 
and that the total volume of work planned is commensurate 
with the manpower, money or materials available. A long-term 
capital expenditure budget helps top management, governing 
bodies or other higher authorities in appraising proposed 
schemes not merely on their individual merits but in relation 
to one another. It also helps them to keep control over the main 
lines of development^ while allowing their subordinates greater 
freedom and flexibility to plan and carry out their schemes 
within the general framework previously agreed. Time and 
effort on the part of administrators and planning staffs 
may be saved by not embarking on detailed plans which 
have to be shelved or abandoned when specific approvals are 
sought. 

The absence of long-term budgeting for capital expenditure is 
particularly marked among local authorities. Government 
departments have tried to relate their loan sanctions to pro- 
grammes of capital work for particular services, tentatively 
agreed in advance between the department and the authority. 
But even these programmes have been subject to many short- 
term changes as a result of government intervention directed 
either towards counteracting inflation or creating employment 
or, in the case of grant-aided capital investment, towards 
enabling the Ministry to adhere to its own Estimates for the 
year. Hence many councils have been discouraged from trying 
to take a comprehensive view of their capital expenditure, and 
have no regular long-term budgets for this purpose. In many of 
the smaller authorities indeed, the council do not consider even 
an annual capital expenditure budget, while long-term budgets 
are by no means the normal practice even among the larger 
authorities. 


£64 



CONCLUSIONS 


Uncertainty as to future prospects is among the chief reasons 
given for not attempting long-term budgeting for capital 
expenditure. This argument is especially tempting to those 
accustomed to seek a very high degree of precision in their 
revenue budgets. Long-term budgeting for capital expenditure 
requires a more flexible approach. Plans for more distant years 
should be examined in broad outline only, without going into 
the details of the larger schemes or even listing the smaller 
ones which can be settled nearer the time they are due to be 
carried out. The estimates for each year covered by the budget 
must then be regularly revised to take account of the latest 
information on the expected costs, needs, demand and technical 
possibilities. 

While uncertainty as to the future is to a large extent 
inevitable in any organization, there is one special cause of 
^uncertainty in public bodies that calls for further comment. 
This is the difficulty of ascertaining, for more than a single year 
ahead, how much capital investment Parliament or the govern- 
ment are likely to permit. For government departments and the 
hospital service, Parliament votes capital expenditure only for 
the year immediately ahead, and the nationalized industries 
receive definite capital investment allocations from the appro- 
priate minister for only one year at a time. This method of 
financing or rationing capital expenditure may act as a deter- 
rent to long-term budgeting. The government is endeavouring 
to counteract this by giving provisional indications of the 
investment likely to be allowed for a further period — at present 
two or three years for the hospital boards and the Post Office, 
and four years or more for the Roads Programmes. This 
practice should be continued and extended if long-term 
budgeting is to be encouraged. Ideally, the provisional indica- 
tions should cover as long a period as is required to plan and 
carry out the largest capital schemes in the organization con- 
cerned, even if these be such major development projects as 
railway electrification, the replacement of piston-engined by 
jet aircraft or the construction of nuclear power stations. The 
Post Office and the hospital boards would need provisional 
allocations for at least twice as far ahead as at present. So long 
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as it were clearly understood that these were not definite 
authorizations to spend, they in no way interfere with the 
right of Parliament to have the final say when voting the Annual 
Estimates. They would nevertheless be a powerful incentive to 
the flexible, long-term budgeting that could be so valuable in 
securing the best use of the limited resources available for 
capital investment. 

(e) The Form of Government Accounts 

The development of budgeting in the central government has to 
confront special problems connected with the form of the Budget 
and government accounts. Parliament authorizes expenditure 
on the annual Estimates of cash receipts and payments, and 
keeps a retrospective check through Appropriation Accounts 
prepared on the same cash basis. As a means of controlling 
the authority for payments, this cash budgeting has the 
advantage of simplicity; it is easy to compare results with the 
Estimates, and the accounts can be closed promptly at the end 
of the year without bringing in outstanding debtors and credi- 
tors. The cash system means, however, that the Estimates can 
be used only to control the payments made — ^not the commit- 
ments entered into, which in effect determine expenditure, 
nor the expenditure incurred, which would indicate costs and 
efficiency. For these latter applications of budgeting, some 
departments are obliged to have separate sets of budgets and 
accounts, on different bases, for internal use within the depart- 
ments and, in some cases, for presentation to Parliament as an 
adjunct to their Estimates and Appropriation Accounts. 

Parliament in practice already interprets government 
accountability in a far broader, less legalistic sense than is 
implied in the formal approval of the Estimates and Appropria- 
tion Accounts. These have become associated with discussions 
of general policy, in Supply Day debates, and inquiries into 
economy and efficiency, through the Public Accounts Committee 
and the Select Committee on Estimates. Apart from this there 
is also the Treasury control of departmental spending, upon 
which Parliament relies for the scrutiny of commitments before 
they are authorized, and for a constant watch on the progress 
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of expenditure during the year. A broad measure of delegation 
of financial authority to the executive is certainly desirable and 
indeed inevitable. But in so far as Parliament retains the ulti- 
mate control, the information presented to it should enable 
it to keep check on the major issues of financial policy and 
efficiency in government spending. The present form of 
Estimates and Accounts cannot do this, since they do not bring 
into view some important factors which have to be taken into 
consideration. 

As the manifold applications of budgeting have become more 
fully understood, suggestions have been made for enabling 
the Estimates to serve the purposes for which they are at pre- 
sent unfitted. Far-reaching changes were recommended by the 
Select Committee on National Expenditure in 1918. This led 
to the experiment of cost accounting in the Army, abandoned in 
1925 as being of limited value in the absence of any change in 
the general financial system of the country. The Committee on 
the Form of Government Accounts after the Second World 
War recommended that the Estimates remain on a cash basis. 

The alternative to this present system would presumably 
be to base the main parliamentary control of government 
expenditure on an income-and-expenditure budget and accounts. 
This would enable the budget to reflect the extent and costs of 
government activities by (i) accounting for items in the year 
when they are earned or expended, as distinct from that in 
which the payment happens to be made; and (ii) separating 
current and capital items much more clearly than is done by 
the present use of separate Subheads and ‘below the line’ 
transactions, and including depreciation in the revenue budget 
where appropriate to show the full cost of each service in any 
given year. In order to measure costs accurately, it would also 
be necessary to reallocate such items as staff costs, at present 
very often segregated into separate votes, to the services they 
ultimately benefit. 

In many departments, the change-over to income-and-ex- 
penditure budgeting might make little practical difference. 
Their capital expenditure is often very small, and most of their 
revenue expenses may be social service payments or salaries 
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and wages, for which there are no appreciable carry-overs. 
Even where there are substantial carry-pvers for stores or 
contracts, the level of activity may be sufficiently stable for 
these to vary very little from year to year. But in trading depart- 
ments and in any other services where there are fluctuating 
carry-overs or substantial capital expenditure, income-and- 
expenditure budgeting would have advantages. Advocates of 
the change argue that it would make the budget and accounts 
presented to Parliament a fit instrument for policy-making, 
measuring costs and apportioning responsibility instead of 
leaving these to be done, if at all, by separate, overlapping, 
budgetary controls. 

A complete change-over in the form of the budget and 
accounts would be a major operation that could clearly not be 
carried out overnight. Without entering into a detailed examina- 
tion of the problems which might be encountered, it can never- 
theless be noted that local authorities and a number of foreign 
governments use income and expenditure budgets. Their 
experience shows that it is possible for the authorization and 
control of expenditure by an elected assembly to be carried out 
effectively with this form of accounts. 

(/) Carry-Over of Unspent Balances 

Public bodies whose capital expenditure is voted by Parliament 
or rationed by the government frequently criticize the fact that 
unspent balances of their Estimates or Allocations cannot be 
carried forward to the following year. The hospital boards have 
been especially vocal in condemning these arrangements as an 
impediment to the most effective use of scarce resources. It 
tends to make them bring forward schemes of lower priority 
in order to use up balances that would remain unspent when 
some of the work in their original budget is unavoidably 
delayed, and deliberately to slow down or postpone budgeted 
schemes when there is a risk of overspending the year's 
Allocation. As pointed out in Chapter IX, these risks should 
not assume serious proportions if there are properly planned 
long-term and annual budgets and regular reports of variations. 
But these can only minimize the practical disadvantages of 
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this method of financing. They do not remove its inherent 
defects in encouraging spenders to adjust their plans in ways 
detrimental to long-term economy. 

The solution of this difficulty is closely related to the develop- 
ment of long-term capital expenditure budgets already ad- 
vocated. If these could be recognized as the main instrument 
for regulating the total volume of capital investment, marginal 
variations in the amount spent in particular years might be 
regarded more leniently provided they did not imply that the 
total capital expenditure over the longer period, or the con- 
tents of the underlying programme of work, were likely to 
exceed the amount originally approved. 

Similar carry-over difficulties may arise, although usually 
on a smaller scale, on certain items in a revenue budget, 
notably the maintenance of buildings, plant and equipment. 
Desirable but non-essential jobs or purchases may be held back 
or brought forward to offset the effects of emergency repairs or 
delayed deliveries, upsetting the agreed order of priorities. 
Here again, realistic budgets and rapid reporting of variations 
can do much to lessen the risk of major additions to long-term 
costs. In the hospital service some boards and management 
committees already endeavour to make compensating adjust- 
ments for overspendings and underspendings on these items 
when fixing their Allocations for future years. 

It is also important, in trying to make the best use of the 
funds available for maintenance work, to distinguish between 
those jobs and purchases which can be foreseen and estimated 
in advance, and the emergency expenditure that will almost 
inevitably be needed to deal with unpredictable accidents and 
breakdowns. For the former, it should be possible to fix 
definite annual budgets to which the spenders should be able 
to adhere. Long-term budgets are also desirable in order to 
ensure that those responsible draw up a rational long-term plan 
of maintenance work. But emergency items that are clearly 
beyond their control should be met from a central reserve, 
whence issues can be made to meet necessary expenses as they 
are incurred. Emergency expenditure can be more accurately 
estimated centrally, as a wider range of risks will be covered. 
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Such a distinction between the two categories of maintenance 
will thus do much to alleviate the carry-over problem and the 
waste of holding unnecessarily large contingency reserves. 

ig) Efficiency as the Ultimate Object 

A budgetary system must never be regarded as an end in it- 
self. The ultimate test is whether it enables an organization 
to do its job better than it could without it. Hence it must be 
designed and adapted as required to suit the needs of those 
whom it is intended to serve. 

No budgetary system must ever be allowed to become so 
elaborate that the cost of operating it is out of all proportion 
to the benefits likely to result. The temptation to seek excessive 
precision has always to be avoided. The budget must not take 
so long to prepare that the estimates are settled too early to be 
realistic by the time it comes into operation. Nor should the 
variation statements be so elaborate that they are not ready 
until it is too late to remedy anything they show to have been 
going wrong. Much more use could often be made of tech- 
niques of approximation, as described in Chapter VII, to provide 
rapid running checks, by reference to statistics of work done, 
manpower, wages, vehicle-mileages and similar data. These 
can always be supplemented by more precise budget com- 
parison statements at less frequent intervals. 

Another pre-requisite for avoiding waste and inefficiency 
in the budgetary system itself is to bring the forms and pro- 
cedures themselves under regular review. Those to whom in- 
formation is supplied should be questioned to make sure that 
it is really used, and anything which is not should either be 
scrapped or else recast in such a way that it can be readily 
understood and acted upon. 

The preceding chapters have shown how the importance of 
budgeting, its manifold practical applications, and the points 
requiring special attention if its full potentialities are to be 
realized, are all widely recognized in the public sector in Great 
Britain. At the same time, it is generally recognized that 
existing methods, while mostly on the right lines, are still 
capable of improvement in many respects. Real progress 
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in the use of budgeting cannot be imposed by radical changes 
from above, but must spring from critical experiment and 
adaptation v^ithin each organization. This chapter has there- 
fore sought to assist those who are seeking to develop their 
present arrangements by drawing attention to points that 
experience has shown to be especially significant in increasing 
the value of budgeting as an aid to administration. In the 
last resort, of course, the success of any budgetary system will 
depend on how far it makes those who work within it constantly 
aware of the financial implications of their actions and decisions, 
and alive to the need to maximize efficiency in all that they do. 
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VII. PERIODICALS 

The following journals contain valuable articles and notes on 
many aspects of public budgeting in Britain and abroad: 
Accountancy, Journal of the Institute of Chartered Accountants, 
London, monthly. 

The Accountant, Gee and Co., Ltd., London, weekly. 
Administration, Journal of the Institute of Public Administra- 
tion, Dublin, quarterly. 

The Cost Accountant, the official journal of the Institute of Cost 
and Works Accountants, London, monthly. 
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Hospital Service Finance, the official journal of the Association 
of Chief Financial Officers in the Hospital Service in England 
and Wales, London, every two months. 

Institute of Municipal Treasurers and Accountants Students 
Societies' Lectures, published each year as a series of pamphlets. 

Local Government Finance, Journal of the Institute of Municipal 
Treasurers and Accountants (Incorporated), London, 
monthly. 

Public Administration, Journal of the Royal Institute of Public 
Administration, London, quarterly. 

Public Administration Review, the Journal of the American Society 
for Public Administration, Chicago, quarterly. 

Public Finance, The Hague, quarterly. 

Revue Internationale des Sciences Administratives, International 
Institute of Administrative Sciences, Brussels, quarterly. 

Telescope, Official Journal of the Joint Committee of Students' 
Societies of the Institute of Municipal Treasurers and 
Accountants, London, monthly. 
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Abel, A. S., 189;^ 

Abel-Smith, B., 

'above the line* 
borrowing, 194 
Budget Speech, 82 
definition, 28 
Economic Survey, 70 
estimates, 79 
fiscal policy, 119 

ACCOMMODATION 

inferior or overcrowded, 201 
standards of (Post Office), 202 

ACCOUNTING OFFICER 

duties of and surcharge to, 152-3 

functions of, 27 

Lord Bridges on, 163-4 

ACCOUNTING SYSTEMS 

cash, 29-30 

Central Government, 1 8 

centralized, 260 

commitment, 173 

cost (Army), 267 

Exchequer, 28 

Income and Expenditure, 28 

mechanized, 174 

Post Office Commercial, 30 

trading, 30 

U.S. Federal Government, 189 

ACCOUNTS, 28-42 
Exchequer, 28 
Hospital Authorities, 32 
Local Authorities, 35-7 


Nationalized Industries, 41-2 
Acts of Parliament 
(See individually) 

Actuary, Government, 78 
Administrative services, 53 
Advertising, 51 
Aerodromes, civil, 24, 78, 197 
Agriculture, Fisheries & Food, 
Ministry of, 26, 43^ 

'Aguide*, l53;^, 160;^ 

(See list of abbreviations) 

Air Corporations Act ( 1949) 39, 
41?2 

AIR ESTIMATE, 83 
Virement, 140 

Air Registration Board, 62 
Aircraft Industry, 46 
Aircraft, purchase of, 231-2, 253 

AIRWAYS CORPORATIONS 

(See also Aviation, civil; 
BEA; BOAC) 
annual expenditure, 192 
Annual Revenue Budgets of, 52 
borrowing powers, 224 
capital investment of, 231-2 
fare alterations, 42 
financial year of, 17 
foreign currency, 253 
international competition, 55 
maintenance cyles, 61 
standards, 60 

ALLOWANCES 

children’s, 120 


283 



INDEX 


family, 56, 78, 80, 249 

Anglo-Egyptian Resettlement 
Board, 6Bt 

Appropriation Accounts, 29, 30, 
43, 44, 140, 158-9, 164, 196, 
205-6, 258, 266, 275 
Appropriation Act, 14, 29, 69, 83, 
84, 110, 131-2, 140-1, 163 
Appropriations-in-aid, 6Bt, 158, 
161, 206 

Architects, 63, 241 
Armed Forces, 49, 67 
Army Estimate, 83 
Army vote, 140, 161 
Art galleries, 113 
Arts Council, 26 
'Asking figure', 51 
Atkinson, W. O., 221;^ 

Atomic Energy, 38 
Atomic Energy Authority, 38, 42 
Attendance Centres (Home 
Office), 68^ 

Audit, 29, 157-65 
Australia, 195 

AUTONOMY and: 

Atomic Energy Commission, 38 
Hospital Authorities, 87 
Local Authorities, 33-4 
'Nationalized Industries, 21, 37- 
41, 98-9, 189 

AVIATION, CIVIL, 24, 114, 192, 
223-4 

budget form, 74 
budget preparation, 105 
nationalization of, 38 
subsidies and expenses, 56 

Balance of Payments, 120, 253-4 


Baker, R. J. S., 202« 

BANK OF ENGLAND 

National Coal Board Accounts, 
251 

Nationalization of, 38 
Payments by, 152 

Bank loans, temporary, 223, 252 
Bank overdrafts, 220, 252 
Baths, pithead, 73, 125 
Baths, public, 118 

‘below the line' 
borrowing, 28, 194 
Budget Speech, 82 
Consolidated Fund, 206 
Current and Capital Expenditure, 
267 

definition, 28 
Economic Survey, 70 
estimates, 79 
fiscal policy, 119 
Parliamentary authorization of, 
83 

payments, 1956-7, 43 
special Money Acts, 205 

Benefits, insurance, legal right to, 
56, 78 

Bevan, Aneurin, 121 
Birth rate and National Insurance 
Funds, 78 

Blood transfusion services, 32, 72 

BOARD OF TRADE 

expenditure, 156-7, 44/ 
virement of Savings, 141 

Boards of Governors, Hospitals 
(See under Hospitals) 
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BOROUGHS, NON-COUNTY 

as second-tier authorities, 34 
Revenue account expenditure, 
average, 45/ 

BORROWING 

'Below the line', 28, 194 
bills for, 224 
Finance Budget, 194 
Funding Estimates, 232 
Local Authorities, 37, 213-15, 
219, 221, 246, 250-1 
Nationalized Industries, 39-42, 
223, 224, 225, 248, 251-2 
Post Office, 205-6 

'Break-even' test, 42, 189 
Bridges, Lord, 119, 120?^, 163, 274 
British Broadcasting Corpora- 
tion, 37 

British European Airways, 19 In, 
223 

operations of, 39 
expenditure 1957-8, 45/ 

BRITISH OVERSEAS AIRWAYS COR- 
PORATION, 105, 114, 187, 191n, 
223, 232, 253 
budget revision, 149 
checking in, 183-5 
establishment of, 37 
expenditure, 45/ 
operational plan, 55 
operations of, 39 
'standard cost', 53 

British Petroleum, 46 

BRITISH TRANSPORT COMMISSION, 
38, 42, 46, 126, 222-5 
(See also under Transport) 
Annual expenditure of, 44/ 


Difficulties with cash budgets, 253 
Broadcasting, 23, 37, 67 

BUDGET 

(See also following entries and 
Capital Expenditure, Cash, 
Emergency, Finance, Output, 
Performance, Revenue Bud- 
gets) 

business type, 189 
definitions of, 16-17 
demand and, 54 

in Private and Public sectors, 
22-5 

problems and criterion of, 23-5 
programme of work, 54 
purposes of, 19 

revisions of, 53, 123, 139, 147-9 
types of, 18 
yardstick, 52-3 

BUDGET, BALANCING, 119 

in Hospital Groups, 167-8 

Budget Bureau, 189 

BUDGET DAY, 50, 70, 81-2 
County, 96 

Budget, National 

BUDGET DAY, 81 

estimates circular, 76 
Parliamentary procedure and, 
8 1 — 6 

preparation of estimates for, 75-9 
Supply Days, 83 

Treasury and Cabinet scrutiny of, 
79-81 

Treasury and Consolidated Fund, 
79 
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Budget Proposals, 50, 75, 81-3 
pass 

Budget Resolutions, 29, 50, 82-3 
Budget Speech, 81-2 
Budget, Supplementary, 138 

BUDGETARY CONTROL 

capital expenditure, 236, 238 
checking: payments, i5l-3 
'control by exception', 190 
definition of, 19 

reporting departures through, 
154, 189 
revision by, 148 

BUDGETARY SYSTEM 
as democratic safeguard, 14 
features of, 19-20 

Budgeting and Accounting Act, 
U.S. (1921), 14 
Bulk Supply Tariff, Electricity, 
53, 102, 127 

Building operations, 53, 61 
Burgh, 34, 35, 36 
Burkhead, Jesse, \5n 
Butler, R. A., 40?^ 

By-laws, powers to make, 34 

CABINET, 50, 75-6, 88, 116, 120, 
228 

responsibility of, 25-7 
scrutiny, 79-81 

CAPITAL EXPENDITURE BUDGET, 
18, 191-3, 237, 241, 264 
in the Central Government, 194- 
206, 237 

in the Hospital Service, 207-12, 
237, 241 


in Local Authorities, 213-22, 
243, 246, 264 

in Nationalized Industries, 222- 
32, 235, 242, 244 
scope for Developments of, 264-6 

'Capitation allowance' Schools, 60 
Carlisle State Management Dis- 
trict, 68 

'Case Law' of Public Accounting, 
160 

Cash accounts, 29, 30 
CASH BUDGET 

definition, 18 

in Government Departments, 249 
in Hospital Service, 249 
in Local Authorities, 250 
in Nationalized Industries, 251 
as part of budgetary system, 254 
in United States, 69 

Chancellor of the Exchequer, 16, 
27-8, 50, 81-2, 84, 119-20, 
203 

Charges, 26, 36, 47, 65-6, 118, 
125-8, 205 

Chemical industry, 46 
CHILD CARE, 33 

Home Office, 68if 
Local Authorities, 71^ 

Children's allowances 
(See under allowances) 

Civil Appropriation Accounts, 
43n, 133?z, I62?z, 275 

CIVIL ESTIMATES 

Form of, 67 
Omnibus edition of, 68 
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Examination by Committee of 
Supply, 83 

Examination by Treasury, 79-81 
Parliamentary control by, 266 

Civil List, Sovereign's, 14, 28 
Civil Service, 27, 29, 64-5, 67 
Classes (of Estimates), 67, 81, 83 
Clinics, 7 It 
Coal, 104, 106, 258 
Coal Industry Act ( 1956), 224 
Coal Industry Nationalization 
Act (1946), 38, 40n, 41w, 224 

Coalition Government, 119 
Cod liver oil, free, 56 
College of Art, 125 

COLLIERIES 

(See also National Coal Board) 
distribution and organization of^ 
38 

forecasts for, 73 
and former ovmers, 42 
maintenance cycles, 61 
monthly statements, 183 
nationalization of, 38 
standard costings, 53 
varying pit conditions, 58 

Colonial Office, 26, 44i 
Committee of the Whole House 
on Navy, Army and Air Force 
Expenditure, 141 
Committee on the Form of Gov- 
ernment Accounts, 195, 267, 
274 

Commons, House of, 16, 29, 40, 
81-6, 96, 131-2, 141, 158-9, 
165, 187 

Commonwealth, 26, 67 


Commonwealth Relations Office, 
26, 44^ 

Communications, 263 

COMPTROLLER AND AUDITOR GEN- 
ERAL, 41-2, 171, 178, 180, 
188, 189, 252 
audit of accounts, 157-65 
day-to-day checks, 151-3 
functions of, 29 

Comptroller of the Council, 35 
Congress U.S.A., 69, 99, 189 
Consolidated Fund, 29, 79, 80, 83, 
266 

Consolidated Fund Act (annual), 
81, 132, 152 

Consolidated Fund Bill, 83-4 
Consolidated Loans Fund, 37, 195 
Continental Countries, 69 
Contingency Provision, 137-9, 
198, 263, 270 

Control of expenditure, Parlia- 
mentary, 28, 142 
Corporation, public 

(See under Nationalized In- 
dustries; Public Sector; and 
individual titles) 

Cost Investigation Unit (Minis- 
try of Education), 164-5 
Costing systems, 31, 53, 57-8, 
61, 164-5 

Costs, 52-3, 56, 124, 154, 164 
Costs, standard, 53, 57, 70, 183- 
4, 187, 256 
Cotton industry, 141 
Council of Industrial Design, 26 
County Borough Councils, 34, 
45^, 176, 213 

COUNTY COUNCILS 

(See also Local Authorities) 
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budget preparation, 91-8 
capital expenditure, 192 
capital expenditure budgeting, 
213-9 

cash budgets, 251 
comparison of expenditure, 192 
expenditure, 45^ 
finance budgets, 219-22 
number of, 34 
policy-making, 117-18 
powers, 36 
Scottish, 34-5 

County Districts, 34, 56 

(See also Local Authorities) 
Court of the Exchequer, 13 
Crown, 13-4 
Customs and Excise, 44^ 

DECENTRALIZATION 

of budgetary responsibility, 259- 
61 

desirable, 267 
Electricity industry, 101-3 
Hospital Authorities, 90 
Post Office, 76 

Nationalized industries, 73-4 

Defence, civil, 33, 68 
Defence Departments, 26, 67, 70, 
81, 131, 158, 161 
Defence, Ministry of, 67, 131 
Deficit, 36, 181, 184 
Deficit, Budgeting for, 117, 118, 
120; 124 

Deflation, 120, 198 
Demand, 23, 54-6, 77-8, 99, 
103, 106, 113, 119 
Dental staff, 32, 72 
Dentures, National Health, 121 
Depreciation provisions, 33, 42, 
205, 247, 267 


Diesel trains, 225 

DOCKS 

under local authorities, 33 
under British Transport Com- 
mission, 38 

Dollar area, 253-4 
Drugs and dressings, 79,t, 144, 
166, 167 

East Anglia Hospital Region, 45^ 
Economic Survey, Annual, 70 
Edinburgh, 98 

Education, 23, 33-4, 60, 67, 95, 
125, 137 

Education authorities, local, 33, 
34, 66, 70, 78, 95, 173 
Education, Ministry of, 26, 43 
67, 70, 78, 164 

EFFICIENCY, 15, 54, 73-4, 104, 
113-14, 136, 139, 145-6, 149, 
164-5, 188-9, 190, 193, 258, 
262, 266, 270-1 

budget setting standards of, 57, 
59, 270 

definition of, 52 
hospital, checks of, 169-71 pass 
inquiries into, 162 
measures to increase, 124-5, 
179-81 

subjunctive concept, 63 
Swedish audit, 163 
thermal, 59, 74 

Electrical equipment industry, 46 
Electricity Act ( 1947) & ( 1957), 

38, 4<ln 

Electricity Authority, Central, 

39, 19 In, 229w 
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Electricity Board, Central, 37 

ELECTRICITY BOARDS, AREA, 17, 

66, 100, 105, 126, 138 
assessing demand, 55 
budget revision, 148 
excluding variables, 53 
functions of, 38 

London Electricity Board expen- 
diture, 45if 
tariff obligations, 42 
trading estimates, 52 
virement, 146 

Electricity Boards, Scottish, 37, 
39, 41, 45^ 

Electricity Commission, 37 
Electricity Council, 38-9, 102-3, 
19172, 223, 226, 230, 253 

ELECTRICITY GENERATING BOARD, 

Central, 74, 100, 102-3, 127, 
186, 19172, 226-7, 230, 240, 
245 

budget revision, 148 
functions of, 38-9 
standard costs, 58 
supplementary estimates, 138 
tariff estimates, 52 
thermal efficiency, 59 
virement, 146 

Electricity Plant Programmes, 
226-7 

ELECTRICITY SUPPLY INDUSTRY, 24, 
223-6, 229-30, 243, 258 
annual expenditure, 44^ 
banking arrangements, 252 
capital expenditure, 192, 222 
forecasts of future demands, 55 
fixed and variable costs, 58 


form of budgets, 74 
maintenance cycles, 61 
nationalization and organization 
of, 38 

preparation of budget, 100-3 
revision of budget, 149 . 
Treasury guarantee, 42 

Electronic equipment, 260 
Emergency Budget, Swedish, 195 
Employees, 24, 64, 7 It 
Employment level, 14 
Employment Policy, 119 
Engineer, Divisional, 63, 79 
Engineering, 53, 60, 61, 77 
Epidemics, 122 
Equity capital, 66 
Establishments Division, 27, 65 

ESTIMATES (see also Funding and 
Supplementary Estimates) 
analysis of Home Office, 68 
capital expenditure, 197-232 
Central Government, 28, 75-86, 

111, 153, 197-200, 258, 266, 
268 

definition, 17 

Hospital Service, 87-91, 115, 
207-12 

Local Authorities, 70-2, 91-8, 

112, 213-22 

motions to reduce, 84, 121 
Nationalized Industries, 99-107, 
114, 222-32 

preparation of, 75-108 pass 
revision of, 80 
scrutiny of, 79-81 

Estimates Circular, 76, 196 
Estimates, Select Committee on, 
85-6, 143, 266 
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Etat du Roiy IS 
Excess Vote, 161-2 
Exchequer, IS, 26, 28-32, 78-9, 
81-3, 131-3, 152, 157, 171, 
197, 205-6, 219, 223, 228, 
251-3 

Exchequer Account, 28-30, 152 
Exchequer and Audit Depart- 
ments Act ( 1866), 29, 152, 158 
Exchequer and Audit Depart- 
ment, 160 

Expenditure, unbudgeted, 154 
Exports, 1, 120 

Family allowances 

(see under allowances) 
Farming, 132 

Federal Government, 14, 69, 194 
Finance Act, 14, 28-9, 50, 82, 
84, 223, 252w 

FINANCE BUDGET, 193, 233 pOSS 
definition of, 1 8 

Finance Committees, Local Gov- 
ernment, composition of, 35 
Financial Secretary, 81, 154, 160 
Financial Statement, 82 
Financial year, 16-7, 43, 75-7, 
80, 97, 98, 132, 143, 155, 158, 
211, 238 

Fire services, S3, 68 
Fixed assets, 18, 33 
Fixed charges, 65-6 
Fleet, Reserve, 85 

FLEXIBILITY, 183, 245, 258 
in Capital Expenditure Budgets, 
265-6 

in Local Authorities, 36 
in Nationalized Industries, 146, 
148 


in public and private sectors, 22-3 
in Revenue Budgets, 49, 52-3 
in Trading Budgets, 150 
and virement, 145 

Food products industry, 46 
Forecasts and Allocations, Hos- 
pital Service 
(See Hospital Boards) 

Foreign currencies, 249, 253 
Foreign Office, 26, 44^, 62 
Forth Bridge, 204 
Freight Charges, 138 
Friedman, W., lS9n 
Fuel, 59-60, 72jf, 74, 167-8, 173, 
175, 242, 262 
Funding Estimates, 232 

Gaitskell, H., 121 
Gas Act (1948), 39, 41n 

GAS BOARDS 

assessing demand, 55, 
banking arrangements, 252 
budget of, 52, 182 
budget revision, 147-8 
capital expenditure, 192, 222, 
226, 231 

expenditure on revenue account; 
45 ^ 

establishment of, 39 
financial year of, 17 
functions of, 39 

preparation of budget, 103-4, 126 
tariff regulation, 42 
thermal efficiency, 59, 74 

Gas, by-products, 39, 59 

GAS COUNCIL, 191w, 223, 230, 243, 
253 
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annual expenditure, 45 ^ 
banking arrangements, 252 
budget revision, 147-8 
function, 39 

Gas supply, 24, 38-9, 42, 61, 74, 
149, 252 

General election, 200 
Glasgow local authority, 45^ 
Goodhead, F. B., 173n 

GOVERNMENT, CENTRAL 

activities, 25-6 

capital expenditure budgets, 194 
et seq. 

capital investment of, 191-27Z 
comparison of results, 151-65 
expenditure (1956-7), 43 
financing, 27-3 1 
form of budget, 67-70 
organization, 26-7 
policy making, 110-12, 118-22 
preparation of budget, 75-9 
supplementary estimates, 131-3 
virement, 140-2 

Government Departments 
^(see^also by name) 
activities of, 26 
budget preparation, 76-9 
comparative size of, 43-6, 1 16-17 
financing, 27-31 
keeping to fixed budget, 237 
Local Authorities and, 33 
organization of, 26-7 

Government Corporations Con- 
trdFAct, U.S., 189 
Government, Local 

(See Local Authorities) 


GRANTS GOVERNMENT, 26, 49, 68^, 
78-9 

to Atomic Energy Authority, 42 
to Local Authorities, 36 

Grants-in-Aid, 26, 68 91, 238 
Guided missiles, 49 
Guillebaud Committee, 242, 276 
Guy's Hospital, 209 

Hanson, A. H,, 189;z 
Harbours, docks and piers, 33 
Health (see also Health, Minis- 
try of and Health Services), 
67, lit, SI, 137 

Health, Department of for Scot- 
land, 3 1 

Health, Ministry of, 26, 31, 4Sif, 
44w, 51, 67, 72, 78, 87, 90, 
115, 143, 165, I9ln, 207-10 
pass, 242w, 249 

Health services, local autliori-’ 
ties, 33, 71, 73, 78, 80 
Heating, 124-5, 156, 166 
Hicks, U. K., 1917Z 
Highway authorities, local, 63, 
79, 177, 197, 204, 239 
Highway Engineers, 204-5, 239 
Highway maintenance, 33, 175 
Highways, 197, 199, 239 
Highway system, ideal, 205 
Home helps, 49, 118 
Home Office, 26, 44^, 68 
Hospital accounts, 32 
Hospital authorities, 87, 99, 117, 
139, 142, 165, 192w, 249 
Hospitals, Boards of Governors, 
31, 32, 51 

HOSPITAL BOARDS, REGIONAL, 87, 
89, 115, 134, 207, 210, 239, 
265, 266 
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appointment of, 31 
checks on expenditure, 165, 208 
early difficulties, 242 
estimates, 5l 

forecasts and allocations, 56 
form of budget, 72 
functions, 32 

monthly requisitions, 249 
virement, 143 

Hospital buildings, equipment 
and furniture, 33, 63, 72 
Hospital Costing Returns, 170, 
262 

HOSPITAL MANAGEMENT COMMIT- 
TEES 

appointment of, 31 
budgeting and forecasts, 51 
expenditure, 45 ^ 

• expenditure checks, 165-71, 208, 
212 

expenses of in budgets, 72, 87, 
89, 115, 124, 134 
functions of, 32 

monthly cash requisitions, 249 
unit costs, 61 
virement, 143-4 

HOSPITAL SERVICE 

annual expenditure, 45^ 
budgeting, 51, 133-5, 139 
capital expenditure budget, 207— 
12 

cash budget, 249-50, 265 
checks on expenditure, 165-71 
financial year of, 17 
financing, 32-3 
form of budget, 72-3 
organization, 31-2 
virement, 142-5 


Hospitals, Teaching, 31, 207-9 
Hotels, British Transport Com- 
mission, 38 
Housing, 61, 67, 263 
Housing Account, 118 

HOUSING, LOCAL AUTHORITIES 

expenditure, S3 
heavily capitalized, 66 
repairs and maintenance, 61 
separate accounts, 37 

Housing and Local Government, 
Ministry of, 26, 43^, 70, 214 
Housing Programmes, 192 
Hydro-electric Board, North of 
Scotland, 37, 39, 45, 191 
Import-export ratio, 120 
Imports, 120 

Income and expenditure accounts 
( see under Accounting Sys- 
tems) 

Industrial Design, Council of, 26 
Inflation, 14, 119, 133, 149, 

1547Z, 198, 263 
Inland Revenue, 44^ 

Institute of Cost and Works 
Accountants, 16, 19, 273, 280 
Institute of Municipal Treas- 
urers and Accountants, 71, 128, 
179, 213, 216, 218, QQln 
Insurance benefits, 80 
Insurance contributions, 26 
Insurance, National 

(see National Insurance) 
Insurance premiums, 66, 80 
International Air Transport 
Association, 42, 128 
Investment, 120 
Investment, temporary, 247 
Iron and steel industry, 38, 46 
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Italy, 195 

Jet aircraft, 265 
Judges' salaries, 28, 29 

Labour, 67 
Labour disputes, 122 
Labour and National Service, 
Ministry of, 44^, 65 
Lands Branches of Service De- 
partments, 85 
Laundries, 72if, 166 

LIBRARIES, PUBLIC, 24, SS 
under local authority, 34, 49, 93, 
113 

Licensed premises, 24, 68 
Lighting, Hospitals', 72^, 166 
Lighting, Street, 33, 156 
Limiting factors, 54, 56-7, 59, 
60, 62, 64-5, 99 
Loan charges, 66 
Loans pool, 37 

LOCAL AUTHORITIES 

activities, 33 

borrowing by, 37, 213-15, 219, 
221, 246, 250-1 

capital expenditure budget, 213- 
22, 243 

cash budgets, 250-1 
comparative size of, 43-6 
expenditure, 45t 
expenditure checks, 171-81 
financing, 35-7 
form of budget, 70-2, 78, 79 
investment by, 191 
loan charges, 66, 192n 
organization, 33-5 
policymaking, 112, 122 


preparation of budget, 91-8, 109 
rates, 49 

revenue budget, 91 et seq,, 112, 
135 et seq. 

supplementary estimates, 116-17 
taxation, 36 
virement, 145-6 

Local Government Act, 1958, 35, 
78, 111 

Local Government Manpower 
Committee, First Report of, 
3Sn 

London 

Local government of, 34 
Royal Commission on Local 
Government, 132 

London, Corporation of the City 
of, 34 

London County Council, 34, 44n, 
45^, 97, 213, 219 
London Electricity Board, 45^ 
London Passenger Transport 
Board, 37 

London Transport, 38, 41 
Lords, House of, 40, 84 
Lump sum cut, 198 

Magistrates Courts, 68^ 

Magna Charta, 13 
Maintenance, 61-3, 68, 71^, 72, 
74, 115, 124, 143, 166-7, 175, 
265, 269 

Manpower, 52, 56-7, 62, 76, 94, 
95, 99 

MANPOWER BUDGET 

definition, 17 
Post Office, 156-7 
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Manpower Statistics, 156, 262, 
270 

Markets, S3 
Marriage Guidance, 6St 
Married quarters in armed 
forces, 164 

Medical equipment, 63, 79,t 
Medical Officers, 72 
Medical prescriptions, 164 
Mental Hospitals, 54, 9.09 
(see also Hospitals) 

Meters, testing, 60 
Metropolitan Boroughs, 34, 
45 ^ 

Metropolitan Police 

(see Police, Metropolitan) 
Middle East, 86 
Middlesex County Council, 45^ 
Milk, free, 56 

Ministers, resignation of, 121 
Money Bills 

(See Finance Bills and Con- 
solidated Fund Bill), 84, 206 
Morrison, Herbert, 1 59 
Mortgages, 37, 220-1 
Mothers and young children, 
care of, lit 
Motor Industry, 46 
Motorways, 204 
'Movement of capital', 195 
Museums, 93, 113 

National Assistance Board, 43^ 

NATIONAL COAL BOARD, 44^, 46, 
57, 125, 126, 127, 243-^, 251 
(See also collieries) 
annual forecasts, 52 
borrowing from Exchequer, 42 
budget preparation, 106 
budget revision, 148-9 


capital expenditure, 192 
capital expenditure budgeting, 
223-9 

check on results, 183 
creation and functions of, 38 
form of revenue budget, 73 
national plan of, 235-6 
plans for capital development, 
222 

research programmes, 64 
Select Committees on National- 
ized Industries, 41 
standard costs, 53, 58 
supplementary estimates, 138 
underspending, 242 
virement, 146 

I 

National Debt, 28 
National economy, 79, 82, 119, 
122, 198 

National Grid, 38, 55, 103 

NATIONAL HEALTH SERVICE, 15, 
86, 111, 121, 133, 212 
hospital financing, 32-3 
hospital organization, 3 1-2 
treatment under, 56 
vote for, 67 

'National Income and Expendi- 
ture, 9\n, 70, 191^^ 

NATIONAL INSURANCE, 26, 80 

actuarial forecasts, 86 
cash payments under, 249 
exchequer contributions to, 86 

National resources, 198, 203 

NATIONALIZED INDUSTRIES 

( see also by names ) 


294 



INDEX 


activities, 57-9 
R. A, Butler on, 40 
capital expenditure budgets, 222- 
33 

capital investment allocations, 
265 

cash budgets, 248, 251-4 
compared with U.S.A., 189 
comparison of results, 181-90 
early difficulties, 242 
estimates, 100 et seq. 
financial autonomy, 41 
financing, 41 
form of budget, 73-4 
keeping to fixed budgets, 237 
organization of, 39-41 
revenue budgets, 100-7, 125-8, 
138, 146 

size of, 43-6 pass 
supplementary estimates, 138-9 
virement, 146 

Nationalized Industries, Select 
Committee on, 40, 187, 229, 
244—5 

Nature Conservancy, 86 
Navy Estimate, 83, 140 
Netherlands, 195 
New service, special procedure 
for, 81, 110-11 
New Works, 196-7 
North Thames Gas Board, 45jt 
Nuclear weapons, 23 
Nuclear power, 222, 265 
Nurses, 31, 65, 134, 143, 145, 
166 

Opposition, 83, 86 
Orange juice, free, 56 
Organization and Methods, 163 
Output budget, 17 


OVERSPENDING, 154-66, 168, 173, 
175, 177, 179, 241-2 
action to avoid, 239 
cash in hospital authorities, 25(1* 
risk of ... on capital expenditure 
budget, 237 

Pakistani technicians, 132 
Parish, 34 

Parliament, 13-4, 25-36, 50, 

68, 75, 80-6, 111, 119, 131-2, 
139, 151-3, 159, 188, 211, 
222, 238, 265, 268 
Parliament Act ( 191 1 ), 84 
Paymaster-General, 152, 249 
Penal system, 26 
Pensions, 26, 78, 249 
Pensions and National Insur- 
ance, Ministry of, 26, 43 65, 
78 

Performance budget, 69 

Performance, standards of, 58-60 

Police, 62, 68 

Police, local, 33 

Police, Metropolitan, 26, 85 

Policy accounts, 196 

Policy, fiscal, 1 19 

POLICY, GENERAL GOVERNMENT, 

27, 33, 69, 78, 83, 110, 116, 
122, 138, 164, 188, 200, 214, 
policy making, 20, 43, 147, 190, 
193, 255, 258, 268 
budgeting and, 109-29 
cash budget as instrument of, 
248 

Poliomyelitis vaccination, 112 
Population indices, 205 
Port of London Authority, 37 
266 


295 



INDEX 


POST OFFICE, 24, 26, 37, 64, 76, 
128, 156, 197, 238 
capital expenditure, 192, 201, 
205-7 

expenditure 1956-7, 43 ^ 
nature of accounts, 30 
payments through, 249, 265-6 

Postal services, 113 
Post Office and Telegraph 
(Money: Memorandum), 9.06n 
Powell, J. Enoch, I547z 
Power, Ministry of, 42, 46, 65, 
85, 126, 253 

Power Stations, 38-9, 59, 229-30 
President, U.S., 189 
Preventative services, 53 
Prices, 41-2, 49, 58, 122 
Prime Minister, 121-2 
Prisons, 86 

Private Sector, 22, 46, 200 
Private spending, 201 
Probation Hostels and Homes, 6St 
Probation of offenders, 68t 
Production, domestic, 120 
Production standards, 104 
Productivity, Prices and In- 
comes, Council on, 132 
Profitability, 22, 24, 46, 52, 55, 
124, 196, 256 

Provisional Collection of Taxes 
Act (1913), 82 
Provisions, Hospital, 166-7 

PUBLIC ACCOUNTS COMMITTEE, 42, 
178-9, 187, 257, 266 
composition of, 160 
retrospective scrutiny of budget, 
157-65 

Public buildings, 61, 197-8,201-2 


Public criticism, 118 
Public interest, 23, 39, 46, 49 
Public Sector, 21-46, 191-2 
Public Works Loan Board, 220 
Publicity, 17, 51, 99, 201, 256 

Queen's Civil List, 14, 28 

Radio-active isotopes, sales of, 42 
Radiography, 32, 72 
Railway electrification, 265 
Railways (see British Transport 
Commission) 

Rate Fund, 36-7, 49, 92, 1 17-18, 
180 

Rate rationing, 57 

BATES, 36, *'95, 97, 109-10, 126, 
257 

and Revenue Budget, 48-9 
Scottish practice, 250 
Rates Estimates, 49, 70-1, 91-2, 
no, 117, 171,215-16,218-19, 
221, 251 

Recession, 14, 195 
Refuse disposal, local, 33 
Rehabilitation measures, Post- 
war, 195 

Rents, 36, 118, 156 
Repairs and renewals fund, 117, 
143, 219 

Reports and Accounts, Reports 
of Committees, etc. (see Bib- 
liography), 274-8 
Research, 17, 24, 39, 51, 63, 68, 
86, 262-3 

RESOURCES 

as limiting factor, 56-7 
nation's — capital expenditure, 198 


296 



INDEX 


RESPONSIBILITY 

Accounting Officer's, 9,7, 159-S 
in budgetary control, 19 
Ministerial, 97, 39, 40 

Reserves, accumulation of, 36, 
161 

REVENUE BUDGET 

Central Government, 67-70, 76- 
86, 110-11, 118, 131-3, 140- 
9, 161-66 

character and purposes of, 47-74 
comparison of results with, l5l- 
90 

data for decision making, 122-4 
deciding revenue required, 117- 
22 ' 
definition of, 18 
fixed charges, 66-6 
fixing income and expenditure, 
48-50 

Fixing tariffs and charges, 125-8 
Hospital Service, 72-3, 87-91, 
115, 133-5, 142-5, 165-70 
increasing efficiency, 124-5 
limited resources and, 56-7 
Local authorities, 70-2, 91-7, 
112-17, 135-7, 145, 171-80 
maintenance cycles and 61-2 
modification of, 130-50 
Nationalized industries, 73-4, 
98-107, 114, 138, 140, 

181-9 

planned spending, 50-2 
planning expenditure, 109-13 
policy making and, 52, 109-29 
preparation, 75-108 
reasons for, 48 
re-examining plans, 113-16 
staff complements, 64-5 


standard costs, 57-8 
standards of efficiency, 52-3 
standards of needs, 60-1 
standards of performance, 58-60, 
70 

work programmes, 62-4 

Revenue Departments' Appro- 
priation Accounts, 43«, 13372 , 
158-9 

Revenue Departments Estim- 
ates, 67 

Revolution in economic theory 
1930s, 14 

Revolution of 1688, IS 
Road Programme, 197, 202-5, 
239, 265 

Road haulage, 38 
Roads (see Highways) 

Royal Commission on Local 
Government in Greater Lon- 
don area, 132 

Royal Commission on the Taxa- 
tion of Profits and income, 
120-1 

Royal Institute of Public Admin- 
istration, 36n 
Royal Order, 152 
Rural District, 34, 45 ^ 

Rural electrification pro- 
grammes, 226, 235 
Rutland County Council, 45i 

SCHOOLS 

books, 24, 60, 173 
capitation allowance, 60 
crossing patrols, 63t 
heating, 124 
libraries, 24 
meals, 24, 177 
milk supplies, 164 


297 



INDEX 


Scientific and Industrial Re- 
search, Department of, 85 
Scientists, 65 
Scotland, 54-6, 45if, 250 
Scottish Standing Committee, 85 
Scutage, 13 

Seasonal fluctuations, 155, 166, 
177, 250 

Secretary of Department, func- 
tions of, 27 
Seidman, H., lH9n 
Severn Bridge, 204 
Shell, Royal Dutch, 46 
Sign Manual, 1 52 
Slaughter-houses, 33 
Social policy, 118 
Social services, 26, S3, 46, 68, 71 
Society of County Treasurers, 44» 
S.W. Metropolitan Hospital Re- 
gion, 45 if 

Speaker of the House, 82 
Specialist consultant services, 
National Health, 31, 72 
Spectacles, National Health, 121 
Staff, 64, 72, 74, 90, 93, 1 13, 1 15 
Standard costs, 53, 57-8, 70 

STANDARDS 

of efficiency, 52-3 
of needs, 60-1, 70, 74, 202 
of performance, 58-60, 70 
of production, 73-4 

Standing Orders, 83^, 136 
State investment, Swedish, 195 
Stock issues, 37, 42, 220-1 
Street cleansing, local, 33 
Street lighting, 33, 54 
Subheads, 67-70, 132, 140-1, 
196-7 

Subsidies, Government, 56, 80 


Supplementary Estimates, 141-2, 
145-6, 150, 152, 154-6, 158, 
161, 172, 177 

Central Government, 131-3 
Hospital Service, 133-5 
Local Authorities, 135-7 
Nationalized Industries, 138 

Supply, Committee of, 82-6, 
131-2 

Supply Days, 83, 86, 132, 266 
Supply, Ministry of, 26 
Supply Services, 25-6, 28-9, 32, 
47, 67, 76, 79, 82-4, 119, l5l, 
158, 205, 238 

Surcharge against Accounting 
Officers, 153, 159, 161, 178, 
Surplus, f62, 181-2, 184, 220, 
247 

Surplus, budgeting for, 117-8, 
120, 124 

Sweden, 163, 195 

Tariffs, 102, 118, 125, 149, 186 
Tax, income, 28, 82 
Tax, purchase, 50, 120 
Taxation, 14, 36, 50, 79, 82,. 84, 
117, 120 

Teachers, 23, 145 
Telephone areas, 77 
Terminology of budgeting, 15- 
IS pass 

Thermal efficiency, 59 
Thomeycroft, Peter, 121 
Tobacco, British American, 46 
Tobacco, Imperial, 46 
Trading Accounts, Departmen- 
tal, 30 

TRADING ACTIVITIES OF CENTRAL 
GOVERNMENT, 26, SO 


298 



INDEX 


of local authorities, SS, 37 
Trading Forecasts, 52, 101-3, 
186 

Trading surpluses, 247 
Traffic, 56, 77, 205 
Training, 51, 73, 93, 125, 165 
Transfer of funds, 81 
Transport, 24, 38, 42, 106, 123, 
223, 263 

(See also British Transport 
Commission) 

Transport Act ( 1947), 4<ln 
Transport and Civil Aviation, 
Ministry of, 26, 44^, 56, 63, 
78, 197, 202, 239, 240, 245, 

Transport (Railways Finances) 
Act, 2527t 

Transport, services road passen- 
ger, S3 

Transport Tribunal, 42, 126 

TREASURY, 27, SO, 42, 50, 65, 75, 
88, 116, 119, 131, 134, 140, 
198, 201, 210, 228 
control of expenditure, 76-84, 
111, 152-65, 266 

Trends, 70, 77, 88, 104, 121 
Tribe, Sir Frank, 160-2 pass 
Trunk Roads, 197, 204, 240 
Trunk Road Master Plan, 205 

Under-Secretary, functions of, 

27 

UNDERSPENDING, 162, 168, 240, 
242, 261 


action to avoid, 238-9, 246 

Unemployment, 78 
Unilever, 46 

Unit Costs, 53, 57-8, 60, 73„ 
124-5, 164-5, 170, 262 
United States of America, 14, 
15, 69, 99, 173, 189, 194, 
253 

Universities, 26 

Urban District, 34, 45^, 219 

Vaccination, 112 

Virement, ISO, 140-7, 154, 156, 
161, 168 

VOTES, 81, 83-4, 86, 131-3, 140, 
142, 152, 196-7 
definition, 67-70 
on Account, 80-1, 83, 97-8 

Wages, 49, 58-9, 69 
Wales Gas Board, 45^ 

War, 38, 50, 81, 85, 119-20, 
214-5, 220, 267 

Waste and extravagance, 162, 
164, 169-70, 179, 270 
Water supply, 24, 33, 128 
Waterways, inland, 38 
Ways and Means, Committee of, 
81-3 

Weather, 122, 167-8 
Welfare, 24, 52 
Work cycles, 61-2, 74 
Work Study Techniques, 163 
Works, Ministry of, 26, 44^, 
61, 76, 154-6, 197-8, 201-2, 
240, 245 




GEORGE ALLEN & UNWIN LTD 

London: 40 Museum Street, JV.C,\ 

Auckland: 24 Wyndham Street 
Bombay: 15 Graham Road, Ballard Estate, Bombay i 
Calcutta: 17 Chittaranjan Avenue, Calcutta IS 
Cape Town: 109 Long Street 
Karachi: Methersons Estate, Wood Street, Karachi 2 
New Delhi: 13-14 Ajmeri Gate Extension, New Delhi 1 
Sao Paulo: Avenida 9 de Julho 1 \SS-Ap. 51 
Singapore, South East Asia and the Far East: S6c Princep Street 
Sydney, N.S.W.: Bradbury House, 55 Tork Street 
Toronto: 91 Wellington Street West 



THE NEW WHITEHALL SERIES 

is prepared under the auspices of 

THE ROYAL INSTITUTE OF PUBLIC ADMINISTRATION 
and is edited on its behalf by Sir Robert Fraser, O.B.E. 

The purpose of the series is to provide 
authoritative descriptions of the present work 
of the major Departments of Central Government 

Already published 

THE HOME OFFICE 

Revised 9.nd Edition, Demy 8w. 18^ net 

THE FOREIGN OFFICE 

Second Impression, Demy Svo, 18^. net 

THE COLONIAL OFFICE 

Demy Svo. 18j. net 

THE MINISTRY OF WORKS 

. Demy Svo. 16s. net 

THE SCOTTISH OFFICE 

Demy Svo. 9.\s. net 

THE MINISTRY OF PENSIONS AND NATIONAL 
INSURANCE 
Demy Svo. 18^. net 

THE MINISTRY OF TRANSPORT AND CIVIL 
AVIATION 

Demy Svo. 9,1s. net 

THE MINISTRY OF LABOUR AND NATIONAL 
SERVICE 
Demy Svo. About 91s. net 

In Preparation 

THE MINISTRY OF SUPPLY 
THE TREASURY 

THE DEPARTMENT OF INLAND REVENUE 
THE ADMIRALTY 

THE COMMONWEALTH RELATIONS OFFICE 



ROYAL INSTITUTE OF PUBLIC ADMINISTRATION 

ELEMENTS OF LOCAL GOVERNMENT 
ESTABLISHMENT WORK 

The importance of sound personnel management has become increas- 
ingly recognized in recent years. The shortage of man power, which 
has persisted since the early days of the last war and which shows no 
signs of abating, has made it imperative for employers to use all 
available labour as effectively and economically as possible. 

The Local Government Service includes many trades and professions, 
and local authorities are devoting increasing attention to the staffing 
problems involved. Their methods and experience therefore interest 
others concerned with personnel management. Moreover, conditions 
of service hi local government have repercussions on those in other 
important fields of employment. 

This book was produced by a study group of the Institute of Public 
Administration. Among the authors are the establishment officers of 
the London County Council, Lancashire and Cornwall County Coun- 
cils, Birmingham City Council, Croydon Borough Council, and 
Effinburgh, Manchester and Sheffi^ City Councils. 

'As an authoritative introduction to the subject and a stimulus to 
further study thi^ book must be warlnly recommended.' Municipah 
Journal. t ^ 

» A 

Crown ^vo. 7s. ed.^'net 


THE HEALTH SERVICES . 

SOME OF THEIR PRACTICAL PROBLEMS 

The cost and methods of admffiisl^ring the JJational Health Service 
have been the^subject of ihuch.conffioversy in this country and abroad, 
. especially in the U.S.Af, skice its inception in 1948. This discussion has 
become all the more intense as a result of theineed to reconcile the 
claims of the social services with thd^dfemands of the defence pro- 
gramme. ^ * 

This book deals with many controversial issues^and includes*chapters 
on: the Health Services from the patient's point of view, the, Health 
Services in relation to Central and Local Government, ^administrative 
problems of the general practitioner, the work of th^ Medical Prac- 
tices Committee, problems of hospital administration, medfcorsocial 
services and the patient, mental health series, the ;role of U)cal 
health authorities^ financial problems, and planning an4, co-ordination. 

It is the first major study of the National Health Service and will be 
of vital interest to a wide range ^of readers. Introduction by H. Lesser. 

Deity ^^vo. 10^. 6d, net 



ROYAL INSTITUTE OF PUBLIC ADMINISTRATION 

INTERVIEWING FOR THE SELECTION OF STAFF 

DR EDGAR ANSTEY AND DR EDITH MERCER 

The critical importance of the interview in choosing the right man or 
woman for the right post is now widely recognized. Moreover, it is 
agreed that interviewing is a science as well as an art and that intelli- 
gent men and women can become successful interviewers through 
guidance, observation and practice. The particular value of this book is 
that it provides guidance in a form which is readily intelligible to the 
non-specialist with no detailed knowledge of the subject, for whom 
interviewing is an occasional activity. It describes the best ways of 
preparing for the interview, carrying it out, and recordir^g and inter- 
preting the information which it provides. A striking feature of this 
book is a chapter which offers advice to the candidate on how to 
create at good impression on his interviewers. 

The autjjors have had considerable experience of interviewing for 
selection of staff both in ^e Armed Forces ^d in the Civil Servic^^ 
Moreov^, they have been assisted in preparing and writing the bc^k 
by a number of l^ersonnel managed and others with wide experience 
oOnterviewing in local govemyient, the hospital service,, the national- 
ized industr^s, and private concerns. The book v^ll therefore prove of 
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